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FOREWORD 


With the advent of peace in 1945, the Canadian economy was faced with 
a two-fold task: First, there was need to liquidate the industrial and military 
war effort which at its peak absorbed about half of Canada’s resources. Second, 
there was need to encourage the expansion of business serving peacetime pur- 
poses to take the place of large-scale Government buying of munitions and 
war equipment. The main aim was to accomplish this task with a minimum 
dislocation of the. labour force and with as little hardship as possible, while 
at the same time maintaining a high level of employment and income, which 
the Government declared in its White Paper of April, 1945, to be the primary 
object of its policy. 


The guiding principle of Canada’s economic and fiscal policies in the 
transition period was to create as favourable conditions as possible for private 
initiative to carry out the large task of conversion, modernization and expansion 
of Canadian industry so urgently needed if this country was to supply all 
the goods required both at home by its own citizens and abroad by many 
of the war-devastated countries. 


On November 17, 1947, formal notice was given that the reconversion 
period was over. The U.S. dollar shortage, which had already affected so many of 
our best customers, then forced Canada into a number of import restrictions, 
which are bound to affect a large variety of consumer and capital goods. At the 
same time the Geneva Agreements on Tariffs and Trade were announced which 
open the door to Canada to correct the chronic adverse balance with the U.S. by 
re-orientation and expansion of our export trade—a development which will 
stimulate industrial expansion in this country. 


This report, however, is concerned with developments during the recon- 
version period, up to November 17, 1947. By that date Canadian industry 
had completed the task of plant conversion and adaptation and Canadian 
labour had also, by and large, adjusted itself to the new pattern of production. 
The reconversion period called for a number of definite and relatively 
specialized policies. In summary they fall into two categories: 


Measures designed to speed-up liquidation of wartime obligations and the 
wartime industrial structure through rapid cancellation and settlement of war | 
contracts, disposal of war surplus assets, and conversion of war productive / 
facilities where possible for peacetime use by Canadian industry. | 


Direct fiscal incentives to encourage industrial expansion pending the 
revision of the over-all restrictive wartime tax structure to conform to the 
continuing peacetime needs for the maintenance of a high level of employment 
and income. : 


Among fiscal incentives was the provision introduced on November 10, 1944, 
for special depreciation under the Income War Tax Act for industrial invest- 
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ment primarily designed to aid the conversion, modernization and expansion 
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were considered great because of the uncertainty of the future. 
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The attractiveness of this provision which was confined to industrial invest- _ 
ment of the most urgent type is indicated by the fact that special depreciation 
was approved for a total investment expenditure of $1-4 billion between Novem- — 
ber 10, 1944, and March 31, 1947, with the proviso that the projects. be 
completed before March 31, 1949. This volume is almost three times as much 
as ‘was approved under similar fiscal aids during World War II which had been 
designed to encourage-industrial investment for military purposes. 


The Department of Reconstruction and Supply was responsible for certify- 
ing the eligibility of industrial investment expenditures for special depreciation 
and in discharging this responsibility the Department endeavoured, to a limited 
extent, to guide private investment policy in such a way as to fit best into 
general reconstruction policy. In particular it was found possible in 1946 when 
investment activity approached high levels to use special depreciation as a 
measure of persuasion to induce businessmen contemplating construction pro- 
jects to postpone some of their investment plans to a later date when more 
plentiful supplies would make it easier to undertake these projects. With an 
improvement of the material situation in 1947 and continuing high levels of 
investment activity, the purpose for which special depreciation provisions were 
made had been accomplished and the issuance of certificates ended on March 
31, 1947. 


Firms applying for special depreciation had to provide detailed informa- 
tion on the economic significance of their investment expenditures. This 
information, much of which had been obtained in Canada for the first time, 
has been incorporated into this report which deals in brief with the scope and 
significance of the special depreciation provisions and indicates the long run 
economic effects which are likely to result from the large capital expansion 
program of industry presently under way. The survey brings into focus the 
tremendous potential inherent in Canada’s newly gained industrial strength 
and points to the better preparedness of the Canadian people to look with 
confidence towards an uncertain future. 


The report was prepared by Dr. O. J. Firestone, Deputy Director-General 
of the Economic Research Branch of this Department. Mr. E. J. Brower assisted 
in the preparation of statistical material. 


C. D. HOWE, M.P., 
Mimster of Reconstruction and Supply. 


OTTAWA, 
January 2, 1948. 
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SUMMARY 


The Department of Reconstruction and Supply was responsible for the 
certification of eligibility of investment expenditures for special depreciation 


under the Income War Tax Act. This taxation provision was available to a 


large segment of Canadian industry between November 10, 1944, and March 31, 
1947, on outlays for conversion, modernization and expansion of plant facilities to 
be completed before March 31, 1949. Special depreciation was a measure designed 
to reduce the amount and postpone a part of taxes payable by companies making 
investment expenditures in the transition period from war to peace when taxa- 
tion levels continued to remain high, construction, machinery and equipment costs 
were rising, and an uncertain outlook for the future prevailed. Special deprecia- 
tion in the transition period was a sequel to a number of similar arrangements 
under the War Exchange Conservation Act, War Contracts Depreciation Board, 
and by special agreements made during World War II to encourage industrialists 
to expand the kind of productive capacity most urgently required for the full 
prosecution of the war. 

This report reviews the scope and significance of special depreciation 
provisions (pp. 27-33) and the economic impact of the investment expenditures 
brought within its orbit (pp. 35-61). As a background, the report deals briefly 
with the creation of the wartime industrial structure, the problem of its adapta- 
tion for peacetime purposes to consolidate the gains of wartime economic 
development in Canada (pp. 13-18), and the fiscal aids given to private industry 
to stimulate plant expansion both in war and peace (pp. 19-25). 

Special depreciation has been approved for investment expenditures of 
$1-4 billion which reporting companies expect to spend between November 
10, 1944, and March 31, 1949. This outlay involves 8,054 different projects 
planned by 4,212 companies. It entails the conversion, modernization and 
expansion of 3,668 existing plants and the establishment of 1,174 new plants 
(pp. 51-55). Broadly, about two-fifths of all business investment and some four- 
fifths of total manufacturing investment undertaken in the transition period 
has been or is making use of special depreciation provisions (p. 36). 

It bears emphasis that special depreciation provisions were not by them- 
selves responsible for this large volume of investment. The data rather reflect 
the volume of investment which made use of special depreciation provisions 
because they were advantageous to business at a period when the economic 
outlook was uncertain. Because of statistical limitations, it is not possible to 
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measure the volume of investment which has been induced directly by special - 


depreciation and would not have been undertaken but for this concession. It 
was, however, possible—and this is one of tne useful by-products of the special 
depreciation procedure—to obtain detailed information on the type and 
economic impact of investment intentions of an important segment of Canadian 
industry. : 

Here in brief is what investment expenditures of $1-4 billion with approved 
special depreciation might mean: 

(1) Ontario anticipates the largest amount of investment projects with 
approved special depreciation, $605 million. Quebec is next in line with $509 
million, followed by British Columbia with $165 million, the Maritime Region 
with $65 million, and the Prairie Region with $48 million. On a per capita basis, 
however, industrial expansion in British Columbia is larger than that of the other 
provinces (pp. 39-40). 
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(2) Amongst the cities, the largest expenditure approved for special deprecia- 
tion amounting to $247 million, is projected for Montreal. Toronto follows with 
$172 million, Hamilton with $61 million and Vancouver with $58 million. On a 
per capita basis, St. Catharines leads, followed by Kingston, Kitchener, and 
Three Rivers. On this basis, Montreal ranks tenth, Toronto eleventh and 
Vancouver thirteenth (pp. 40-42). The process of increased industrialization is 
affecting small communities as well as large urban centres. Of 1,174 new plants 
involving projects approved for special depreciation, 676, with an investment of 
$167 million, are in the major cities with population of over 30,000; 96, involving 
an outlay of $70 million, are in medium-sized cities and towns with population 
of 10,000 to 30,000, and 402, with capital expenditures amounting to $146 million, 
are in smaller towns and communities with population of less than 10,000 
AG te Teme , : 

(3) Among industries, the wood, pulp and paper group leads with contem- 
plated investment expenditures with approved special depreciation amounting to 
$369 million. Next in importance are the vegetable and animal food group, par- 
ticularly processing and packing industries, with $195 million, followed by iron 
and steel industries with $170 million, and the textiles and textile products and the 
non-metallic mineral group each with some $122 million. A total of $117 million 
is contemplated for the chemical industry and $101 million for commercial 
shipping. Taking the number of persons employed as a basis of comparison, 
non-metallic minerals is the leading industry, followed by commercial shipping, 
the chemical industry, the wood, pulp and paper group and the vegetable and 
animal food group (pp. 42-45). 


(4) The investment program approved for special depreciation is made 
up from a small number of large projects to a large number of small projects. 
Of a total of 8,054 undertakings, 6,166, with a total outlay of $105 million, 
involved investment of less than $100,000 per establishment, indicating the 
vigour shown by small and medium-sized industry. At the same time large-scale 
business enterprise is carrying out an extensive plant conversion, expansion and 
modernization program: 273 projects were approved, each exceeding $1 million, 
involving investment expenditures of $815 million, or 58 per cent of the total 
(pp. 45-46). 

(5) The execution of the investment program is having an immediate and 
important impact on the level of employment and income in the country. This 
is what capital expenditures for industrial development of $1-4 billion entail 
(pp. 47-51): 

(a) Construction expenditures for plant conversion, modernization and 
expansion of about $400 million. Of these, $155 million are for wage payments 
to construction labour, $201 million for materials, and $43 million for other 
charges, mainly overhead and profits of contractors. 


(6) Purchase of new machinery and equipment to the order of $758 million. 
Of these, $499 million are for Canadian-produced machinery and equipment and 
$259 million for purchases abroad. 


(c) Acquisition of existing property, such as buildings, plants and installa- 
tions, used machinery and equipment, including ships, partly from the Dominion 
Government through War Assets Corporation, or from private sources, involving 
an outlay of $235 million, of which $106 million are for fixed assets and $129 
million for movable assets. 


(6) Even more significant appear to be the long-run economic effects 
expected by business enterprise to result from the large industrial expansion 
program. This is what that segment of industry which took advantage of 
special depreciation anticipates for the near future after completion of its 
capital expenditure program (pp. 51-57): 
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(a) A projected annual gross value of production of $8°6 billion, only about 
one billion dollars short of the gross value of production turned out by all 
enterprises in this group of industries in 1945. In terms of value reporting 
companies expect to turn out in the post-war period two and a half times as much 
and in terms of physical volume about one and three-quarters times as much as 
they produced before the war. 


(b) An export target of $2-1 billion which would exceed accomplishments 
of the immediate past when exports of all enterprises in the group of industries 
covered amounted to $1°8 billion in 1946. In terms of value reporting companies 
expect to export about three and a half times and in terms of volume two and a 
half times as much as they did before the war. 


(c) An anticipated employment level of 980,000 persons or about two-thirds 
of the working force employed by all companies in the industries covered here. 
Compared with pre-war, the reporting companies expect to provide, in the 
post-war period, almost twice as many jobs as they did before the war. 

(d) A large measure of industrial diversification through the production 
of over 200 new commodities formerly not available in Canada and imported 
from abroad. New types of goods range from scientific instruments to special 
types of pulp-mill machinery, from cordless electric irons to diesel engines, 
from precision tools to road-building equipment, from plywood furniture to 
prefabricated houses. 


(ce) Increased efficiency is expected by two out of three companies engaged 
in converting, modernizing and expanding their plant facilities. 


(f) Improved working conditions are anticipated by seven out of every 
ten plants reporting. | 


(7) Impressive as these expected accomplishments are, they have to be 
offset by the closing down of those segments of Canadian industry formerly 
engaged in production for the war effort and not convertible to peacetime 
purposes, the labour force laid off in these establishments, the exports of military 
supplies that were discontinued, and the considerable reduction of Government 
purchases which at their peak accounted for almost half the country’s output. 
The current net position taking account of the decline in economic activity 
since the discontinuation of production for military purposes and the increase in 
economic activity due to expanded production for civilian purposes is a com- 
paratively strong one. The process of adjustment of the labour force 1s 
materially accomplished and the physical adaptation of the industrial structure 
from war to peace is practically complete. Current employment of 5 million and a 
eross national product of some $12-7 billion represent a new peacetime Tevel of 
economic activity while current unemployment at 2 per cent of the labour force 
has reached the lowest point in Canada’s ‘recorded history. But this is not all. 
Presently Canadian business is carrying out the largest investment program 
ever undertaken in this country. ; 


Production, export and employment expectations of businessmen indicate a 
continuing optimistic outlook for the future. It bears emphasis that the] 
expectations of businessmen as indicated above may not be realized in full. 
Changes in price-cost structure, a weakening of demand at home and abroad, 
increased de ic and foreign competition, increased foreign exchange difficulties, 
changes in the national and international political atmosphere on which large- _ 
scale trading greatly depends, are all factors that may either defeat or curtail 
plans of business to produce the capital and consumer goods needed if the 
economy is to continue to expand (pp 54-55). 
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The conclusion of this survey is that the hopes set on an industrial expansion 
in the immediate post-war period as an offset to production for military purposes 
have been substantially fulfilled. Canadian industry has come out of the war 
stronger than ever, better equipped than before, with its efficiency increased, — 
its labour force expanded and equipped with many new skills, working 
conditions improved, its management more experienced and self-reliant, thus 
better prepared to meet the uncertainties of the future (pp. 57-61). 


CHAPTER I] 


CONSOLIDATION OF WARTIME INDUSTRIAL EXPANSION 


Canada’s industry accepted the challenge of maximum production called 
for by the country’s struggle for survival in six years of war by turning out 
more than twice the volume of goods achieved in the preceding six years. This 
was accomplished by an industry unprepared for war. It was made possible by 
the abundance of basic resources, the initiative and organizing ability of business- 
men and managers, the skill and co-operative attitude of workers, the ingenuity 
and inventiveness of scientists, and the aid and co-ordination provided by 
Government. 


Creation of the War Industrial Structure 


The most striking feature of the process of expansion was the rapid 
growth of productive capacity in manufacturing industries, as, for example, 
in tool-making, chemicals and aluminum.‘!) New factories were built, shipyards 
constructed and armament assembly lines installed. Entire new industries were 
created, such as for example, roller bearings, magnesium and artificial rubber; 
many existing industries underwent marked expansion; some industries with 
relatively small employment before the war attained such a large wartime 
employment that it was tantamount to the creation of a new industry rather 
than the expansion of an old one, as for example in aircraft and shipbuilding. 
Advances were made in the production of finished goods and equipment, some of 
which were of a type quite new to Canadian industry and had previously been 
imported, such as optical glass, high octane gasoline, penicillin and sulpha drugs. 

The creation of this wartime industrial structure absorbed substantial 
resources of the country. Between September, 1939, and August, 1945, new 
business investment in buildings, structures, machinery and equipment, is 
estimated to have exceeded $4:-5 billion, of which some $3-5 billion were either 
directly or indirectly associated with the war effort.. A substantial portion 
of this investment program was either financed or encouraged by Government. 2) 
In addition some $800 million were spent on defence construction and about 
$23-6 billion on war goods of all kinds including munitions, military equipment 
and military pay, or a total of $28 billion. This is five times the gross national 
product in 1939. 

The large. expansion of production facilities for war purposes was accom- 
panied by a redistribution of the working force, the creation of many thousands of 
new employment opportunities, improved working conditions and increased 
possibilities for rapid advancement for the enterprising and efficient. -The 
working force, excluding military personnel, increased from 3-7 million to 4-3 
million, this being accompanied by a decrease in agricultural employment from 
1-2 million to 1 million, and an expansion of non-agricultural employment 
from 2-5 million to 3-3 million. As most of the military personnel was recruited 
from the working force, the increase in the working force was achieved. by 
drawing into it large numbers of persons that would not normally be in gainful 


(1) Location and Effects of Wartime Industrial Expansion in Canada, 1939-1944, Department of Reconstruction, Oxonge. 
November 1, 1945, pp. 1-2. 


®) Up to V-JI. Day the Dunit eet ihent spent more than $700 million on industrial plant expansion, of which 
about 75 per cent comprised wholly owned Crown companies and the remainder war equipment and installations added 
to private industrial plants. In addition, more than $500 million worth of private war investment was encouraged through 
special tax credits and special allowances for depreciation and depletion and aboutasimilaramountfor tooling costs and 
related expenditures was allowed to be charged to current expenses. Measures providing tax relief represented wartime: 
variants of special depreciation provisions operative in the transition period and the subject of this report. (For a fuller 
discussion of these wartime measures, see Chapter IT.) 
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employment. At the peak of the war effort in the fall of 1943, persons engaged 
directly or indirectly in war work numbered 1-2 million, declining to about 
half or some 600,000 at V-J Day (August 14, 1945). In effect, then, the 
number of persons engaged in civilian production was no larger when the war 
ended than when it started and had been less at the height of hostilities. The 
increase in the non-military working force of around 16 per cent was accom- 
panied by a 100 per cent increase in wages and salaries, from $2-5 billion in 
1939 to $5 billion in 1945. (2) 

Without lowering the standard of living of the Canadian people as a 
whole, and in fact, actually raising it, it was found possible to divert man- 
power, goods and services to war purposes. At V-J Day some 700,000 Canadians, 
or 15 per cent of the total working force, were in the Armed Services, and 
received in pay and allowances more than $1 billion in 1945, against some 
$32 million paid to military personnel in 1939. Total government expenditures 
on war goods and services: rose from $75 million in 1939 to $4:3 billion in the 
peak year of 1944, and were $3 billion in 1945, when hostilities ended. (8) 


Peacetime Adjustment of War Production Facilities 


During 1944, as favourable events brought the conclusion of the hostilities 
in sight and production of military supplies passed its peak, the question of 
the peacetime use of the large industrial war structure came to the fore. Three 
groups of establishments were involved. 

- (1) Plants Requiring Modernzation, Expansion and Minor Adjustments 
to Peacetume Production.—This group included: (a) plants in existence at the 
outbreak of the war which either in part or in full had been turned to war 
production without requiring much adaptation, as, for example, such light 
consumer goods industries as primary textiles, clothing, footwear, food, and 
such heavy industries as base metals, cement and abrasives; and (b) new 
factories or extensions to existing ones designed to produce military supplies 
which had peacetime counterparts of an identical or similar nature, such as 
plants producing rubber goods, tools and instruments, plywood and certain 
building materials, and basic and structural steel plants. The main problem 
of the older established plants, as peace approached, was one of moderniza- 
tion and expansion of production facilities to achieve greater efficiency and to 
exploit new designs and materials. New plants, on the other hand, whose 
facilities were up-to-date, needed only minor adjustments to cope with the 
changes in production techniques imposed by varying civilian demands. 

(2) Plants Requiring Conversion Involving Major Adjustments to Peace- 
time Production.—These establishments included: (a) plants in existence ai 
the outbreak of war which had to undergo substantial conversion to produce 
military equipment; and (6b) plants built during the war whose peacetime 
usefulness after further conversion or major adaptation appeared to be assured 
or was likely to be affected because of their adaptability and favourable location. 
Some of the latter plants were privately owned, while others were Crown-owned 
but were made available to industry through sale or lease.‘4) This group included 
plants fabricating a variety of metal products, such as munitions components, 
radio and communication equipment, electrical apparatus, automotive and other 
industrial equipment. Many problems of conversion loomed ahead of this 
group: liquidation of war contracts, financing of conversion, delays in the 
delivery of new machinery and equipment, adaptation ‘of plant in a period 


“) Location and Effects of Wartime Industrial Expansion in Canada, 1999-1944, op. cit., pp. 24-32. 


@) The figures on salaries and wages include supplementary labour income (see National Accounts, Income and Expendi- 
ture, 1938-1946, Dominion Bureau of Statistics, Ottawa, 1947, p. 4). ; f 


(3) Figures on war goods and services include mutual aid (Ibid., p. 3.) 


) For an account of the disposal process and appraisal of the economic significance of plants turned over to private 
industry, see Disposal and Peacetime Use of Crown Plant Buildings, Department of Reconstruction and Supply, Ottawa, 1948. 
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characterized by shortages of building materials and manpower and by rising 
construction costs, selection of new peacetime commodities to be manufactured 
economically, and efficient organization of new production schedules. 

(3) Plants Not Usable for Peacetume Production, Including Those Dis- 
mantled and Kept in Reserve.—This group of special purpose plants was designed 
and built during the war to mass-produce specific war materials. With the 
advent of peace they represented surplus capacity in their particular fields, e.g., 
shipbuilding and aircraft manufacture. Because of their nature and design they 
were, in some instances, not convertible to peacetime production. Some olf 
the establishments, such as the chemical, explosive and ammunition-filling plants 
at Transcona, Manitoba, and St. Paul l’Ermite, Quebec, were of temporary 
construction and were considered hazardous for peacetime use. Some of these 
surplus plants remained in operation to supply the peacetime needs of the 
Canadian armed forces, and, together with others held in reserve, formed the 
nucleus of a munitions industry should its re-establishment become necessary. 
The remaining plants—and they are few in number—have been dismantled 
(or are in the process of being dismantled), the useful machinery and equipment 
and salvageable material sold, and the remainder scrapped. 

It is not possible to give more than a broad indication of the extent of the 
conversion process. Difficulties of measurement are great and the results that 
can be attained are only of limited value. Throughout the war period many 
plants combined production for civilian purposes with filling war orders. 
Numerous other establishments, most of which were small in size, worked as 
subcontractors for large war producers, and their conversion problems, where 
they existed, were correspondingly minor. Any measurement of the conversion 
problem in terms of the total number of plants and establishments loses a great 
deal of its meaning because the number of small firms or producers of part 
war and part civilian goods not in need of conversion would understate greatly 
the conversion effort undertaken by an important segment of Canadian industry. 

Information is available on the conversion effort of a group of some 658 
establishments engaged in war production in 1945, employing some 400,000 
workers. In terms of plants only some 5 per cent were not usable for peacetime 
purposes either in full or in part, including those dismantled and kept in reserve 
(group 3 above). About 39 per cent had to undergo conversion, including 
major adaptation, to be usable for peacetime production (group 2 above). Of 
the remaining 56 per cent about half, or 28 per cent, needed modernization and 
expansion of their facilities, while the other 28 per cent required minor 
adjustments since they represented newer plants built during the war (group 1 
above) .‘?) | 

Thus a major portion of Canada’s industrial war structure was found 
usable for civilian purposes, although, in a number of instances, large conversion, 
modernization and expansion outlay was required. In terms of capital expendi- 
tures made, it is estimated that of the more than $3-5 billion spent either 
directly or indirectly for war purposes, some $2-2 billion worth of investment 
was found readily adjustable for peacetime industrial efforts.‘ 

The war then, as a result of a large armament program, saw the emergence 
of a vastly expanded industrial structure whose productive capacity, if fully 
used, widened the horizons for creating wealth and comfort for the Canadian 
people in the years of peace to come. 


@) This estimate is based on a survey of reconversion, modernization and expansion plans of a group of major plants 
formerly engaged;in war production, conducted in March, 1946 (see Reconversion, Modernization and Expansion, Progress 
and Programs, in Selected Canadian Manufacturing Industries, 1945-1947, op. cit.). The same group of companies was again 
canvassed in January, 1947. The above figures are based on these two surveys covering 643 establishments and additional 
information for 15 special-purpose plants whose disposition was either known or anticipated (see also Disposal and Peacetime 
Use of Crown Plant Buildings, op. cit.). ; 

(2) An appraisal of the situation indicated that in most industries two-thirds, in some even a greater proportion, was 
usable for peacetime purposes. This proportion was of course much lower for the few special-purpose plants that were 
dismantled either in full or in part. It also bears emphasis that the post-war use value of the original investment was 
considerably less than two-thirds because allowances have to be made for wear and tear (see Location and Effects of War- 
time Industrial Expansion in Canada, 1939-1944, op. cit., p. 2). 
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Problems of the Transition Period 


In the transition from war to peace, the Canadian economy faced many 
problems. The physical aspects of the adjustment process called for great 
technical skill and organizing ability, for it involved the adaptation of plant 
and equipment, the organization of new production lines, and the assembly of 
materials and labour. There were also numerous economic problems to be solved 
that made even more challenging demands on the ingenuity and vision of 
Canadian businessmen than the technical problems involved. Decisions had 
to be made on a variety of economic fronts, not all of which were as yet clearly 
defined. The decision to invest had to be guided by the prospect of adequate 
returns in the future. The financing of this plant-expansion program had to be 
assured. The selection of new commodities to be manufactured and the improve- 
ment of goods currently or previously produced had to be guided by expectations 
for their marketability both at home and abroad. Increased efficiency of all 
factors of production had to be considered to strengthen the competitive position 
of the enterprise. Long-term plans for research and experimentation had to 
be laid. Equitable division of the returns of business operations had to be 
established to assure a smooth and economic functioning of the industrial 
organization, strengthened by the best possible management-labour relations. 

This change-over was taking place under conditions which in some respects 
were even more complex than those in existence during the war period. As 
long as the emergency lasted, and as a result of a combination of patriotism and 
fear, individuals were willing to submerge their own interests and work together 
with other groups, frequently at personal sacrifice. There developed then a 
unity of purpose and a sense of solidarity that made possible the outstanding 
feats accomplished during World War II. But this attitude changed with the 
arrival of peace. In the absence of any need of such dramatic urgency as 
the emergency of World War II, the compelling reason to submerge personal 
interests for group interests gave way to the strong desire to return to freer 
peacetime markets. This desire for greater freedom in the economic realm was 
accompanied by a call for greater stability than the economy enjoyed before 
the war. Improvement of the standard of living expected from continuing 
high levels of employment and income became an accepted national target.‘1) 
This, it was thought, could be accomplished within the limitations imposed 
by Canada’s dependence on international trade and goodwill by encouraging 
private initiative as much as possible while at the same time pursuing such 
governmental policies as would supplement private endeavour to achieve a 
continuously growing and less fluctuating economy. To make such a target 
a reality in the years to come, a sense of real responsibility and a philosophy 
of co-operation among all groups of the economy was needed similar to the 
spirit that prevailed during the war emergency. . 

These were the circumstances in which adjustments in the transition period 
took place. They affected many fronts. Labour had to fit itself into new 
jobs and different production techniques. Youth was being trained for peace 
instead of war. Businessmen, who had enjoyed a seller’s market during the war 
and in the immediate post-war period, had to anticipate at some time the change- 
over to a buyer’s market. With the gradual relaxation of Government controls 
which had been designed to divert the maximum of Canada’s resources to the 
prosecution of the war effort, and with continuing high levels of income, shortages 
of materials and manpower appeared unavoidable. Prices were expected to 
move to new high ground, making it necessary for consumers to adjust their 
family budgets accordingly. A new price structure would in turn effect some 
re-allocation of the factors of production, thereby influencing greatly managerial 
decisions. Conditions were fluid in the international field as large-and small 


) See Employment and Income with Special Reference to the Initial Period of Reconstruction, Ottawa, April 1945 and 
Proposals of the Government of Canada, Dominion-Provincial Conference on Reconstruction, Ottawa, August 1945. : 
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countries alike struggled to attain economic stability and to find means to live 
peacefully together. Thus, the end of the war saw the beginning of a new 
process of adjustment. In this development initial setbacks appeared to be 
unavoidable, just as mobilizing the economy for an all-out war effort was not 
accomplished without difficulties and experimentation. | 


Encouragement of Peacetime Industrial Expansion 


| The problem of adjustment in the period of transition from war to peace, 
difficult as it seemed, presented a challenge which Canadian industry, grown in 
stature, appeared ready to accept. In these circumstances, the Government’s 
attitude towards post-war adjustment of Canadian industry was to create condi- 
tions favourable for economic expansion. This attitude, illustrated by a number 
of measures introduced in the 1944 and succeeding budgets, was expressed con- 
eretely in the Government’s White Paper on Employment and Income, in which 
a high and stable level of employment and income was declared to be the 
Government’s primary objective. Specificaily, it was stated that “the Govern- 
ment will make every effort to create by all its policies favourable conditions 
within which the initiative, experience and resourcefulness of private business 
can contribute to the expansion of business and employment.” ‘1? 

While many of the Government’s fiscal and economic policies were formu- 
lated with a view to creating the desired favourable climate for private initiative 
in the reconversion period, a number of specific measures were adopted to assist 
directly in the conversion, modernization and expansion of Canadian industry. 
Most of the steps taken fall into two categories: 

(1) Measures designed to speed up liquidation of wartime obligations and 
the war-created industrial structure through rapid cancellation and settlement 
of war contracts, disposal of war surplus assets required by industry, and con- 
version of war production facilities where possible for peacetime use by Canadian 
industry.‘2) 

(2) Direct fiscal incentives to encourage industrial expansion pending the 
revision of the over-all restrictive wartime tax structure to conform to the con- 
tinuing peacetime needs for the maintenance of a high level of employment and 
income. Such fiscal aids included: | 


(a) Permission to write off current expenditures for research in the year ~ 


of expenditure and capital expenditures for research over a three-year period; 

(b) Extension of the privilege of writing back or carrying forward losses 
to allow business firms to approach more nearly to an average profit basis for 
taxation purposes; 

(c) Permission to assign by way ef security the refundable portion of the 
Excess Profits Tax in cases where the funds obtained would be used for capital 
expansion for post-war business giving desired employment; 

(d) Granting of a flat tax rate for the first year of operation of newly- 
established companies, thus exempting them in part from the full taxation load 
under the Excess Profits Tax Act; 

(e) Tax concessions to encourage exploration and drilling for oil and 
exploration and prospecting for base metals and strategic minerals; 

(f) Removal of the War Exchange Tax and customs duties on certain 
equipment and machinery items, particularly farm implements. 


@) Employment and Income, with Special Reference to the Initial Period of Reconstruction, op. cit., p. 12. 

(2) For summary of measures taken see Reconstruction, a pamphlet on the functions of the Department of Reconstruction, 
ahd 1945, pp. 19-24, and Employment and Income, with Special Reference to the Initial Period of Reconstruction, op. cit., 
Pp. 21-20. 
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(g) Another fiscal incentive, and one that was used extensively, was the 
provision introduced six months before V-E Day for special depreciation on 
new investment in industrial plant and equipment of a type that appeared to 
\. have both a war and postwar purpose.‘?? , 
The scope and significance of the latter provision designed to encourage 
industrial expansion in the transition period is discussed in the chapters that 
follow. 


@) Statutory authority also exists for allowing half of investment and maintenance expenditures to be charged against 
the income of a previous fiseal period. This provision which is to come into effect by Order in Council represents a potential 
source of taxation relief. 


Cuapter II 


SPECIAL DEPRECIATION DURING AND AFTER THE WAR 


This report is concerned primarily with the scope and administration of 
the special depreciation provisions incorporated in the Income War Tax Act 
in 1944 and operative from November 10 of that year to March 31, 1949. 
These provisions are part of a pattern of legislative and executive aid to assist 
business in expanding the nation’s productive capacity in the transition period. 
They have grown out of special tax offsets for private investment provided 
for during the war period.) In effect, tax offsets of the war period, taken 
together, conditioned the economic climate within which post-war special 
depreciation provisions have operated. 


The Meaning of Depreciation 


Before discussing the fiscal and economic aspect of this provision some 
brief explanation is desirable as to the meaning of depreciation and the use 
of this device in business and accounting practice. To round out the picture, 
reference is also made to depletion which is a device quite akin to depreciation, 
though it serves a somewhat different purpose. 

The common characteristics of both provisions are that they are allowances 
for the reduction of value of capital assets either through consumption or 
service of the asset. The differences that exist are indicated in the definitions 
given below. | 


Depreciation, in its widest connotation, is an allowance for wear and tear 
of man-made capital assets (buildings, structures, machinery and equipment) 
resulting from the influence of the elements and use over time and for tech- 
nological obsolescence resulting from economic changes, mainly through the 
introduction of new inventions and innovations, changes in consumer demands, 
and the course of trade. It reflects the “life expectancy” of an asset in (1) 
physical terms, that is, depending on how long it can be used effectively in 
the technical sense, and (2) in economic terms, that is, depending on how long 
it can be used profitably. 

Depletion is an allowance for the reduction in quantity of natural capital 
assets caused by consumption as, for example, in the case of mines, oil wells 
and forests. 

Depreciation and depletion allowances have become an accepted device 
of modern industry for charging capital costs against income over the period 
of the useful life of the investment. In most instances, no separate funds are 
set up and monies that, on a bookkeeping basis, are entered as depreciation 
and depletion charges and appear as a liability in the accounts, are in fact 
used in business operations and are reflected in the current assets of the 


(1) Tax concessions to stimulate investment were made sporadically before the war, mainly to encourage the develop- 
ment of natural resources and the expansion of the transportation system. A more embracing provision was made in 1939 
when a ‘‘capital expenditure allowance’”’ was introduced for the purpose of expanding the investment activity by industry 
as awhole. This provision, embodied in Section 90 of the Income War Tax Act (R.S8.C. 1927, c. 97 as added by 3 Geo. VI 
c. 46, section 17), permitted investing business enterprises to deduct from the tax that would otherwise be payable under 
the Act amounts not exceeding in the aggregate ten per cent of capital costs actually incurred and paid in the period 
beginning May 1, 1939, and ending April 30, 1940, in respect of the construction, installation, betterment, replacement or 
extension of plant; machinery or fixed equipment, provided such assets are used in the earning of income by the firm. The 
concession was to be spread equally over the three fiscal years following April 30, 1940, but under certain circumstances 
could be spread over six fiscal periods ending April 30, 1946. The purpose of this provision was, according to the Minister 
of Finance, to place Canadian industries ‘‘on the most modern and up-to-date basis, enabling them to cut costs, to compete 
more effectively in both the domestic and the world markets, and thereby to be in a position to maintain prosperous 
Seer mons ‘ie the longer run future.’ (Budget Speech by the Minister of Finance, House of Commons Debates, April 25, 
1939, p. 3151). 
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company. In some instances, however, firms earmark these depreciation and 
depletion reserves specifically as “sinking funds” to be used for the purpose 
of replacing the assets when, for technical and/or economic reasons, this course 
becomes advisable. Such funds are usually kept in liquid form by investing 
them in easily convertible securities. 

This practice of making allowance for depreciation and depletion is accepted 
in modern business taxation procedure. Business firms are allowed to deduct 
from taxable income depreciation and depletion allowances at rates that vary 
with the life expectancy of the asset. In the Canadian income tax law, 
depreciation and depletion allowances are at present set at the discretion of the 
Minister of National Revenue.‘?) According to the practice that has developed, 
rates vary with the type and life expectancy of the asset.. For example, 
depreciation for buildings will in most instances vary between 2 and 5 per cent 
of the value of the structure, for ships it may be around 6 per cent, and for 
most machinery and equipment items depreciation rates are likely to be of 
the order of 10 per cent. 

Depletion allowances will also vary depending on the type of the natural 
resources used up. In some instances, allowances are based on a certain portion 
of the income derived from the operations, as in the case of certain metal 
mines and oil wells. In other instances, an allowance is made on the basis 
of a fixed amount per unit of production, as, for example, in the mining of 
some non-metallic minerals and precious metals and logging operations. 

In special circumstances, life expectancy may vary for the same assets, e.¢., 
buildings in the northern parts of Canada will not last as long as in the more 
moderate climate of the southern parts; or the useful purpose of an asset may 
be more limited in time than its physical life, as was the case with many 
munitions and armament assembly lines erected in the war period. There are 
other circumstances where special risk factors involved in investment make it 
desirable to take into account the possibility of a shortened life expectancy 
of the assets for economic reasons. This seemed to be the situation for a 
number of investment projects contemplated in the transition period, when 
the economic outlook for the future appeared to be uncertain. To cope with 
problems of this order as they arise, special arrangements have been made 
in Canada to vary the rates for depreciation allowances and, in some instances, 
depletion allowances. It was through these techniques that rapid amortization 
of capital assets built or acquired especially for war and/or post-war purposes 
was made possible. The extent and scope of these measures are discussed in 
the sections that follow. 


Special Depreciation and Depletion in the War. Period 


During World War II, the Dominion Government, in addition to financing 
directly a large part of the plant expansion program, encouraged private con- 
struction of war production facilities and extension of activity in primary indus- 
tries by way of special tax credits and special allowances for depletion or 
depreciation under the Income War Tax Act and/or the Excess Profits Tax Act. 

The War Exchange Conservation Act, 1940.02.—This Act was designed 
primarily to increase the Canadian supply of foreign exchange. Part III pro- 
vided that special tax credits and/or special allowances for depreciation or 
depletion were to be granted to companies that expanded production facilities 


@ Income War Taz Act, R.S.C. 1927, c: 97, section6 (1) as added by 4 Geo. VI c. 34, section 16 (n) and section 5 (1) as 
amended by 4 Geo. VI ec. 34, section 10, The new draft of the Income War Tax Act, which received first reading in the: 
House of Commons on July 12, 1947, proposes to reduce the discretionary powers of the Minister in respect to depreciation 
and depletion allowances by stating that ‘‘in computing the income of a taxpayer for a taxation year’ a deduction may be: 
made of ‘‘such amount in respect of the capital cost to the taxpayer of property, if any, as is allowed by regulation.”’ (First; 
reading of Bill 454, Section 11(1), Subsections (a) and (b).) ¢ 


(?} Act assented to December 6, 1940, 4-5 Geo. VI, c. 2,‘and amended on June 14, 1941, 4-5 Geo. VI.c. 29. 
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primarily for the purpose of increasing exports to the United States. Investment: 
projects eligible were of the kind that entrepreneurs were unwilling to undertake 
because of the uncertainty of adequate returns, but which, if successful, would 
make expanded exports to the United States possible or would increase the 
output of domestic resources the product of which would otherwise have been 
imported from the United States, as, for example, crude oil. 

Tax credits, special depletion or depreciation allowances were granted on 
the basis of agreements concluded between the Minister of Finance and the 
contracting companies.) Investment expenditures approximating $59 million, 
made mainly by primary industries (mining, lumbering, oil and power) benefited 
under Part III of this Act between early 1941 and mid-1943. As Canada’s 
foreign exchange position improved no further agreements were concluded. 
The main benefit derived by individual industries from this measure was to 
reduce their taxable income by the amount of extra depreciation or depletion 
allowance granted. While it is not possible to estimate the direct savings accrued 
to industry from this provision (2) the illustration of immediate tax savings by 
companies allowed special depreciation for their investment may be illuminating 
(see Schedule on p. 23). 


The War Contracts Depreciation Board—In order to encourage expansion 
of war production facilities, accelerated depreciation was granted in respect to 
capital disbursements for the production of war materials that appeared to 
“have no reasonable post-war value,” and in respect to “capital expenditures 
incurred under a war contract,” defined as any contract or subcontract for war 
supplies with the Dominion Government, British or other Allied governments. 
A special board, called the War Contracts Depreciation Board, was set up in 
August, 1940, (8) and was charged with the specific task of investigating and 
certifying the eligibility of war investments for accelerated depreciation 
privileges.(4) Since its inception, the Board has approved accelerated deprecia- 
tion for investment expenditures of the order of $275 million. Only minor 
expenditures were approved after December, 1944, but the Board is still reviewing 
expenditures made throughout the war period. If these expenditures could 
have been brought under the operation of the Board at the time they were made, 
they would be certified for accelerated depreciation privileges. 


Depreciation by Special Agreements. Special depreciation privileges were 
eranted to the Aluminum Company of Canada on large investment expenditures 
for a big power development and expansion of production facilities for war 
purposes.(5) The total outlay amounted to $179-5 million, with contingency 
allowances varying between 5 and 10 per cent. 

Private investment expenditures for which tax concessions, particularly 
special depreciation, were granted in the war period under the three schemes 
described above approximated $514 million, of which some three-fifths were 
estimated to involve outlay for machinery and equipment, and the remainder 
for the construction of buildings and other installations. 


(1) According to Section 8, Subsection (2) of the War Exchange Conservation Act, copies of these agreements had to be 
laid before Parliament within 15 days, if Parliament was sitting, or, if Parliament was not sitting, within 15 days after the 
opening of the next session of Parliament. 

(2) There are several reasons for this: varying income brackets of participating companies, different depreciation and 
depletion rates applying to a period varying in length, changes in the tax provisions applicable to profits after the capital 
assets have been written off, and the inability to foresee future levels of profits. 

(3) The War Contracts Depreciation Board was comprised of representatives from the Department of National Revenue 
and the Departmérit of Munitions and Supply, with a Chairman from outside the Government Service. The functions of 
the Board are set out in Order in Council P.C. 4217, August 27, 1940, as amended by Order in Council P.C. 7121, December 4, 
1940. The procedure of approving accelerated depreciation for new investment projects was amplified in the latter phase 
of the war by the introduction of a ‘‘Certificate of Necessity’’ issued by the Deputy Minister of Munitions and Supply. 
This was provided for by Order in Council P.C. 8593, September 23, 1942. 

(4) The term‘ ‘depreciation’ was interpreted broadly to cover, where this appeared to bein the public interest, ‘‘amortiza- 
tion” of the capital expenditure (see Order in Council P.C. 7121, December 4, 1940). 


6) Journals of the House of Commons, 1943-44, Ottawa, January 26, 1944, p. 739. 


22 


Special Depreciation in the Transition Period 


Provision for special depreciation in the fina] phase of the war and in the 
transition period was a fiscal measure to aid enterprises in certain industries 
to make a variety of capital expenditures at a time when construction and 
machinery and equipment costs were rising and levels of taxation were high. 
For projects completed between November 10, 1944, and March 31, 1949, 
entrepreneurs were given the option of a range of depreciation rates varying 
between double and one-half of ordinary rates’ up to 80 per cent of the cost 
of new investment in buildings, machinery and equipment. This meant that 
the taxpayer could choose for the “taxation life” of the asset varying depreciation 
rates until 80 per cent of the asset had been written off. Normal depreciation 
rates were allowed for the balance. To illustrate: under normal depreciation 
allowances, expenditures for machinery and equipment would be written off in 
ten years, but under special depreciation it would be written off in six years, 
20 per cent each in the first four years and 10 per cent each in the last two years. 
For buildings assuming a normal depreciation rate of 5 per cent, special 
depreciation would make it possible to write off the asset in twelve years 
(eight years at 10 per cent and four years at 5 per cent) instead of twenty 
years as under the regular depreciation allowances. ?) 


Significance of Provision—The significance of this income tax deduction, 
frequently called “double depreciation,” was that it permitted companies, while 
profits and taxes were high, to postpone the taxation on a portion of their profits 
to a later period when it was understood that taxes would be lower.‘*? The purpose 
of this provision was amplified by. the Minister of Finance on June 26, 1944, in 
his Budget Speech: “First, it will allow the taxpayer to recover a part of his 
capital whenever earnings are good but will still leave all the income or profit 
actually realized from the venture over its whole life subject to taxation; second, 
it will allow him, in respect of such new investment carried out at a time when 
the Government has declared the conversion and expansion of industry to be 
desirable, to transfer some of his income from a period when wartime tax rates 
may still be in effect to a later period when he may expect normal taxation to be 
lower. To this extent, it will relieve such investment for post-war purposes from 
such wartime taxation of business profits as may still be in effect at the time 
the work of conversion or expansion is carried out’’.(®) 

In effect, the provision was designed to lower the tax payments of investing 
businesses and to reduce some of the risks involved in embarking on large capital 
expenditures in the transition period when the economic outlook was uncertain. 
The measure meant that business enterprises would have a better chance of 
recovery of their newly invested capital even though wartime rates of taxation 
of profits should be in existence at the inception of the project. There was in this 
provision assurance to business that, pending the time when it was possible to 
reduce wartime taxation, new investment, on which Canada depends in large 
degree for expanded employment, will not encounter fiscal penalties.(4) At the 
same time Federal revenue was safeguarded by “requiring an adjustment in 
profit and loss account in the event of subsequent sale of the assets in respect of 


© The authority for this provision was Section 6, Subsection (1) (n) (ii) of the Income War Taz Act, R.S.C. 1997, ¢. 97, 
section 6 (1) as amended in August, 1946 by 10 Geo. VI, c. 55, section 5 (1) (n) (ii) (see Appendix B, p. 99). Order in Council 
P.C. 8640, November 10, 1944, which defined the period in which the investment must be made, amplified the type of 
capital expenditures and industries covered and the extent and conditions attached to the granting of special depreciation 
privileges, and Order in Council P.C. 1449, April 16, 1946, which extended the time within which the investment project 
must be completed and applications for special depreciation must be submitted to the Department of Reconstruction and 
Supply (see Appendix B, pp. 100-104). 


©) The possibility that profits might be lower in the period when the change-over from a seller’s nrarket to a buyer’s 
ere HA accomplished was another consideration. Reduced taxation would achieve added meaning when profit levels 
eclined. 
(3) Budget Speech by the Minister of Finance, House of Commons Debates, June 26, 1944, p. 4182. 
(4) Employment and Income, with Special Reference to the Initial Period of Reconstruction, op. cit., p. 10. 
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which special depreciation has been allowed.’’‘1) The proposed measure did not 
allow income to escape some measure of taxation but it provided for lower taxes 
over the period as a whole and particularly reduced taxation in the initial 
years. ?) 


The following example illustrates some of the tax reductions that companies 
were able to achieve in the immediate transition period through the use of 
special depreciation provisions. To take three companies each having an income 
before depreciation of $100,000 in 1945 and each having established standard 
profits of $50,000: The first company having no investment in a new capital 
project would pay a gross tax (income and excess profits tax) of $65,000, 
including a refundable tax portion of $8,333, or a net tax of $56,667. The second 
company making an investment of $250,000, of which $100,000 was for a building 
and $150,000 for machinery and equipment, would pay, after allowance of normal 
depreciation rates on new investment, a gross tax of $45,000 or a net tax of 
$40,667, after deducting the refundable tax portion of $4,333. The third company 
making the same investment expenditures and being permitted to charge double 
depreciation would pay a gross tax of $25,000, including a refundable tax portion 
of $333 or a net tax of $24,667 (for details see Schedule A). The third company 
would thus be paying $16,000 less in taxes than the second company, and $32,000 
less than the first. These amounts do not reflect the full savings by the investing 
companies using varying depreciation rates because some of the profits, the 
distribution of which may be postponed, will be subject to taxation at a later 
date. Since taxation rates in the period following the write-off of the assets are 
likely to be lower than in the transition from war to peace, tax payments would 
be reduced accordingly, quite apart from the possibility that lower profits at that 
time would put the company into a different tax bracket. In the meantime, the 
companies in receipt of special depreciation approvals were afforded some measure 
of tax relief which, as the above illustration indicates, could have been sizeable 
for certain companies. 

SCHEDULE A.—_HYPOTHETICAL VARIATION IN INCOME AND EXCESS PROFIT TAX 
PAYMENTS OF A NON-INVESTING COMPANY, AN INVESTING COMPANY 
USING NORMAL DEPRECIATION AND AN INVESTING COMPANY 
USING SPECIAL DEPRECIATION, CANADA, 1945 


Investing Investing 
Item Pras Non- Company Company 
No. Description Investing Using Using 

Company Normal Special 
Depreciation | Depreciation 
$ $ $ 

} Income before Depreciation...................00. 100, 000 100, 000 100, 000 

2 Depreciation—Building—Value $100,000........... — 5,000 10,000 

3 Depreciation—Machinery and Equipment—Value 

MSCS Ry Oy ee Te oe ey ae ee See — 15, 000 30, 000 

4 SUSU UG HIGOINIS 27-3). Ga cgi ss oe oo deme ae sae — 20, 000 40, 000 

5 Net Taxable Income (items hsb co feeece Aeraweris! 100, 000 80,000 60, 000 

6 aroomie lager . Aker ths O24. SO eS 18, 000 14, 400 10,800 

7 Excess Profit Tax* SEES PER ELE WEIS . 16). STO eT 37,000 30, 609 14, 200 

8 smes Lax MbCMS G-y- te) ns oy.2t bate Ba aiveplnc «4s 65, 000 45,000 25,000 

9 Begiapie ax Portion. .iy. oe TOe AV ee 8,333 4,333 333 
10 Net Tax (items 8- 8-9).. pe Se em a aaa Ree, ee 56, 667 40, 667 24, 667 


* On the assumption of standard profits of $50,000. 


(1) House of Commons Debates, July 18, 1944, p. 4852. 
hh a point was made by the Minister of Finance in his Budget Speech, House of Commons Debates, June 26, 1944, 
p. ; 
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War and Post-War Purpose —In making the measure effective on November 
10, 1944, the provision aimed at (1) enabling such industries as. could, because 
- their activities were considered essential, secure necessary materials and labour 
at this time, “to proceed immediately with such expansion as has both a war 
and post-war purpose,” and thus to qualify such investment projects for special 
depreciation allowances without awaiting the cessation of hostilities in Europe; 
and (2) aiding other industries that were “planning post-war expansion, con- 
version or. modernization to prepare their plans without delay so as to be ready 
to commence work on their plant and equipment as soon as materials and labour 
are available,” thereby enabling them “to commence such work as soon as 1s 
compatible with the efficient prosecution of the war and effecting of an orderly 
transition from a war to a peacetime economy.” ?? 

The aim of this measure was thus to blend remaining investment require- 
ments for continuing the industrial war effort with preparatory work designed 
to facilitate the adaptation of the industrial structure from war to peacetime 
purposes. 

Because of the favourable turn of military events in 1944, the section of 
the provision dealing with war investment projects was not used extensively. 
Capital outlay for war purposes had passed its peak in 1943 and only little 
new investment was required towards the end of 1944, confined mainly to 
industrial adaptation for some specialized armament and munitions contracts 
on hand. But, at the same time, a large investment program for peacetime 
adaptation, expansion, and modernization of industry loomed ahead. 


Guiding Principles—The question arose whether, in a time of both man- 
power and material shortages, special depreciation provisions, together with other 
regulatory procedures such as controls, allocation and priorities, could be used 
to encourage particular industrial undertakings that would contribute signifi- - 
cantly to strengthening the structure of the Canadian economy in the immediate 
post-war period. Out of these considerations developed a set of principles which 
formed the basis for the approval of special depreciation privileges. 


(1) Increased Efficiency——Continuing prosperity in this country depends 
greatly on the ability of Canadian business enterprise to reduce unit costs of 
production through increased efficiency and the application of the most modern 
production techniques and management methods. If reduced unit costs could 
be obtained through new investment, this would mean a higher standard of 
living at home, in real terms, and an improvement of Canada’s competitive 
position abroad. 


(2) Hxpanded Exports—Because of its specialized resources, this country 
has in the past depended in a large measure on .a substantial volume of exports 
to maintain a high level of economic activity. Consolidation of the wartime 
industrial expansion in peacetime was considered important, for it would, among 
other things, aid Canada in maintaining a large volume of foreign trade. 


(3) Added Employment.—A great deal of Government-financed employ- 
ment in war industry and the armed services would disappear with the conclusion 
of the war. If a high level of employment and income was to be maintained in 
the period of peace, resources released from the industrial and military war 
effort had to be absorbed by the expansion of civilian industry. To this end, 
it was important that a maximum consolidation of gains be made by those 
industries most directly stimulated by the war. This was particularly true for 
manufacturing, which in six years of war had in a number of fields more than 
doubled its capital,,employment and physical volume of production to become 
one of Canada’s most important sources of wealth creation. ; 


() Order in Council P.C. 8640, November 10, 1944. 
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(4) Improved Working Conditions—While steady employment and higher 
incomes were expected to contribute greatly to better management-labour 
relations, improved working conditions were considered a significant comple- 
mentary measure. The exigencies of an all-out war effort had made it necessary 
to postpone many improvements of this type, but the arrival of peace signalled 
the desirability of proceeding with some of these projects. 


(5) Aiding Particular Areas—It was recognized that investment in three 
kinds of areas should be encouraged, viz., (a) localities where transitional 
unemployment threatened or actually existed; (6) communities, particularly 
smaller towns of one or two industries, where diversification of industry would 
strengthen the basis for continuing prosperity; and (c) outlying areas mainly 
concerned with the development of natural resources. Fortifying the economic 
basis of these areas meant, because of their interdependence with other economic- 
ally stronger centres, a strengthening of the Canadian economy as a whole. 


(6) Strengthening Particular Industries—The end of the war brought more 
serious problems of adaptation for some industries than for others. This was 
particularly true for industries that were either newly created or greatly expanded 
during the war, as, for example, the Canadian shipbuilding industry and merchant 
marine. The shipbuilding industry was expected to contract in the first year 
of peace to about 50 to 60 per cent of its peak level of activity. Any adaptation 
of the yards to meet continuing peacetime needs meant an easing of the process 
of adjustment which this industry faced. The establishment of a Canadian 
merchant marine in peacetime meant the consolidation of a wartime development 
that could be of importance to peacetime expansion of Canadian foreign trade. 
Other special industries in which a high level of production was of particular 
importance in the transition period because a major part of the economy 
depended on their output were industries producing basic materials, such as 
iron and steel and building materials. The success of the investment program 
depended largely on the volume of output of these industries, so their early 
adjustment to a satisfactory peacetime basis was of paramount importance in 
carrying through the expansion of other industries. 


The application of these principles to special depreciation procedures was 
designed to stimulate the development of essential industries, promote a better 
intra- and inter-industry integration of productive capacity to meet domestic 
needs or take advantage of promising foreign markets, encourage geographic 
decentralization where this was economically feasible, and influence in some 
measure the timing of investment projects in the transition period. 
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SCOPE AND ADMINISTRATION OF SPECIAL DEPRECIATION IN 
THE TRANSITION PERIOD 


The scope of special depreciation privileges facilitating industrial expansion 
in the transition period was broadly conceived to cover a wide range of 
business enterprises and a large variety of investment expenditures. The 
administration of the measure was kept as flexible as possible to cope with 
the varying circumstances in the change-over from a war to a peacetime 
economy. 


Industries Eligible 


Many industrial expansion and modernization projects had been post- 
poned first in the ’thirties as a result of adverse economic conditions and then 
during World War II owing to the need for diverting all available resources 
to equipping war production and the Armed Forces. ‘There accumulated an 
abnormal amount of capital and maintenance expenditures to be made up as 
soon as labour and materials became available. With many adjustments 
necessary in regard to manpower and industrial capacity, it was realized that 
there would not be, in the transition period, all the labour and materials to 
satisfy these demands. The aim was, therefore, to facilitate those investment 
expenditures that appeared to be of “greatest urgency” and to “safeguard them 
against an inflationary boom which would bring them to an abrupt and abortive 
conclusion.’’¢?) 


Special depreciation provisions were one of the instruments designed to 
encourage the rapid expansion of certain industries, particularly manufacturing 
and some primary industries, in the transition period. Other industries, such 
as service and commercial establishments, were not given the same privileges. 
This was done in the hope that a number of these enterprises would postpone 
their investment. programs for a year or two—and in some cases even longer— 
until the re-orientation of the labour force to civilian tasks would be completed 
and increased supplies of materials would allow an expanded volume of 
investment activity.'2) The economic reason behind this move was the expectation 
that, with some postponement of investment plans by service and commercial 
enterprises, these programs, when executed in a period of declining investment 
by manufacturing and primary industries, would contribute to a more stable 
level of private investment—at least for a period of several years. 

Among the industries that were encouraged to go forward with their 
investment programs in the immediate transition period were three major 
groups: 

(a) War industries, particularly in the manufacturing field, in need of 
conversion to turn out peacetime goods; 

(b) Basic industries which had delayed programs of modernization and 
expansion during the war and whose output was urgently needed to provide 
the materials required for the capital expansion program, exports, and the 
operation of Canada’s manufacturing industries; 


() Employment and Income, with Special Reference to the Initial Period of Reconstruction, op. cit., p. 9. 

2) Investment by utilities, commercial and financial groups, agriculture, service and similar industries precluded 
from special depreciation provisions made up 53-8 per cent of the total investment by business enterprises in 1946, and 
57-2 per cent of the investment program forecast for 1947 (see Table XIII, Appendix A). 
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(c) Other industries supplementary to the industrial expansion pressing » 
forward, e.g., the construction ‘industry and industries of Importance for 
Canada’s long term economic development, e.g., commercial shipping. 


As a result, special depreciation was allowed for a wide variety of basic, 
processing and manufacturing industries, carrying out all stages of the pro- 
duction process from the raw material to the completed product. Industries 
covered included mining and woods operations, initial processing of mineral, 
forestry, agricultural and fishery products, and manufacturing operations 
covering such fields as the production of iron and steel wares; wire and wire 
products; tools; cutlery; hardware; heating apparatus; sanitary ware; boilershop 
products; metal stamping and coating; fabricating structural metal products; 
steel pipe, fixtures and accessories; machinery of all kinds; transportation, 
generating and other utility equipment; professional and scientific instruments; 
stone, clay and glass products; leather and leather products; rubber, petroleum 
and oil products; chemicals and allied products; paper and paper products; 
furniture and other finished lumber products; textile products of all kinds; and 
food products. Special groups of industries whose consolidation in the transition 
period appeared to be important for reasons given above included shipbuilding, 
commercial shipping and the construction industry.‘?? 


Precluded from special depreciation allowances were utility enterprises 
in the fields of transportation, communication, light, heat and power; laundries; 
garages; warehousing facilities; and commercial and financial establishments 
engaged in bridging the gap between producers and consumers. 


The distinction between these two groups of business enterprises was not 
always an easy one because of the occurrence of so-called “mixed enterprises,” 
that is, businesses that combined production or assembly work with services or 
sales. For example, some companies engaged in assembling machinery and 
equipment from parts delivered to them by manufacturers were at the same 
time selling ready-made items received from other manufacturers; other manu- 
facturing companies would build factory buildings or storage facilities and 
rent capacity in excess of their own needs to others. In such cases, a ruling of 
the Department of National Revenue was applied whereby special depreciation 
was approved in all instances where at least 65 per cent of the activities of 
the enterprise were devoted to manufacturing. or other production or assembly 
tasks, and not more than 35 per cent of activity devoted to commercial or service 
purposes. In the light of the principles establishing industrial eligibility for 
special depreciation, the provisions were administered flexibly to assist as large a 
segment of Canadian industry as appeared possible within the limitations of the 
resources available in the transition period. . 


Investment Expenditures Eligible 


Special depreciation privileges were accorded “in respect of plant or equip- 
ment of such class or classes as may be determined by the Governor in Council 
built or acquired” between November 10, 1944, and March 31, 1949, if the tax- 
payer was, “in the opinion of the Minister, making a new investment by build- 
ing or acquiring the plant or equipment.” (2) 


_ © The purpose of special depreciation provisions was described by the Parliamentary Assistant to the Minister of 
Finance: to encourage ‘‘the construction of wealth-producing facilities’’in the transition period. (House of Commons Debates 
August 13, 1946, p. 4770.) Thisis not to say that investment programs of service or commercial groups were not considered 
*‘wealth-producing”’ in the broad sense of the term but rather indicates the emphasis which was placed on consolidat- 
ing in the immediate transition period the wartime expansion of Canadian-manufacturing and related industries. At 
the same time the anti-cyclical potential inherent in a partial postponement of investment by private industry indicates 
the important role which, it was hoped, commercial and service groups could play in the post-reconversion period. 


) Income War Taz Act, R.S.C. c. 97, section 6 (1) as amended by 10 Geo. VI, c. 55, section 5 (1) (n) (ii). 
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Two major types of expenditures were covered: (a) new investment for 
the construction of buildings, structures and other plant facilities, and the pur- 
chase and installation of certain types of new machinery and equipment, and 
(b) transfers of property covering both existing plants and used machinery and 
equipment. The distinction was of importance because expenditures of the 
former type made important demands on the limited resources of labour and 
materials, while the latter expenditures meant only a transfer of the title to the 
property. Approval of applications for special depreciation for the purchase of 
existing plants, machinery and equipment, as long as they fulfilled all other 
requirements, was not subjected to timing policy. On the other hand, an attempt 
was made to reconcile approvals for new investment, particularly new construc- 
tion, with the timing aspects of a general reconstruction policy (see pp. 30-32). 

Plant and equipment for purposes of special depreciation approvals covered 
all capital items customarily classified as such by the Department of National 
Revenue.(1) A number of assets were specilically excluded, such as plant or equip- 
ment acquired outside Canada; patents; good will; intangible rights, incorporeal 
hereditaments; lease-hold interests in land, buildings, machinery or equipment; 
office equipment and furnishings; residential buildings and related equipment; 
furniture and furnishings; buildings used for commercial or financial purposes; 
automobiles, trucks and buses; railway rolling stock; a building used by a person 
other than a taxpayer or a building that was built and in existence prior to 
November 10, 1944, unless used by the taxpayer for a business substantially 
different from that carried on previously or unless the building was purchased by 
the taxpayer from War Assets Corporation; certain mining property entitled 
to tax exemptions under Section 89 of the Income War Tax Act cr Section 7, 
paragraph (g) of the Excess Profits Tax Act, 1940; and property for which 
special depreciation or accelerated depreciation had already been granted. 

Some marginal cases occurred as, for example, workers’ living quarters 
attached to a plant. In such instances, projects which formed an integral part 
of the business enterprise and were essential to its operation were generally 
considered eligible for a grant of special depreciation privileges. 


Timing of Capital Expenditures 
Special depreciation provisions became effective November 10, 1944, and were 
first limited to projects commenced on or after that date but completed before 
December 31, 1946.‘2) The period was extended first to March 31, 1948, and later 
to March 31, 1949, with the proviso that all applications for special depreciation 
had to be filed with the Department of Reconstruction and Supply before March 
31, 1947.3) Since the special depreciation provision was designed only as a transi- 
tional measure to aid in the conversion, modernization and expansion of industry, 
its purpose appeared to be accomplished as the reconversion period gave way to 
a period of long-term adjustment of Canadian industry to changing domestic and 
foreign markets.(4) With regard to investment projects commenced before 
November 10, 1944, or completed after March 31, 1949, the special depreciation 
privilege was extended to such expenditures on plant and equipment as were made 
within the period, with ordinary rates of depreciation chargeable to expenditures 
(1) Order in Council P.C. 8640, November 10, 1944, provided that ‘‘plant and equipment means such property as the Min- 
ister of National Revenue may, by regulation, prescribe.” In the Regulations made pursuant to this Order in Council, 
the Minister of National Revenue specified as eligible for special depreciation ‘‘only plant or equipment (a) built, or 
Ki ia Haag ba Fale’ in place as an integral part of the project in the period’ fixed by Order in Council (see 


@) As an alternate date, Order in Council P.C. 8640, November 10, 1944, provided for ‘‘two years from the day on 
which organized hostilities between Canada and Germany cease wholly or substantially, whichever is the earlier.”’ 

(3) Order in Council P.C. 1449, April 16, 1946, Press Release No. 37, Department of Reconstruction and Supply, April 29, 
1946, and Order in Council P.C. 2804, July 18, 1947 (see also p. 104 of this report). 

(4) A sample survey conducted by the Department of Reconstruction and Supply of 643 industrial establishments 
formerly engaged in war production showed that well over four-fifths of the reconversion of plant and equipment had been 
completed by the end of 1946, and that all but a small part would be completed by the middle of 1947. 
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made outside the period. Special depreciation was also approved: for installation 
costs of plant and equipment. built or acquired prior to November 10, 1944, even 
though the building or acquisition costs of the asset itself were not eligible. 

Basically, special depreciation provisions were designed not only to 
encourage a particular type of investment but also to influence in some measure 
the timing of these expenditures. The provision was not a measure of control 
but rather an instrument of persuasion and guidance. As such, its effects 
were limited, for business enterprises that wished to go ahead without making 
use of special depreciation privileges could do so if they could obtain supplies. ‘1) 
Those businesses desirous of obtaining the benefits of this provision were subject 
to some guidance in terms of timing by tying approvals to a suggested date 
of commencement of the investment project. 

In administering the timing aspects of this provision, two periods can be 
distinguished: 

The first was from November 10, 1944, to December 4, 1945, while Con- 
struction Control was in existence.(2) During this time, the special depreciation 
provision was used as a supplementary instrument to Construction Control in 
that certification of new construction, structural improvements or installat.ons 
were granted only in cases wheré construction licences had been api.oved. 
Special depreciation was generally granted for the acquisition of new or used 
machinery and equipment and existing plants and structures, but where labour 
and material shortages counselled the postponement of a construction project, 
the applicant was advised to do so. Frequently, he was given authority to 
order machinery and equipment for which delivery dates ranged from. three 
months to a year and was advised to apply again in three to six months for 
special depreciation with regard to the construction expenditure. This was done 
in the expectation that an improvement in the labour and material supply 
would make the execution of the construction project feasible at a later date. 
In areas where comparatively large unemployment threatened as the result of 
cancellations of armament and munition contracts, construction licences and 
special depreciation were generally granted to minimize as much as possible 
dislocations in the labour market during the transition period. 

The second period commenced with the abolition of Construction Control in 
early December, 1945,(3) and ended on March 31, 1947, the expiry date for 
applications for special depreciation submitted to the Department of Reconstruc- 
tion and Supply. Towards the end of 1945 and in the beginning of 1946, output 
of building materials increased in a number of lines. At the same time, large- 
scale demobilization was swelling the ranks of the civilian labour force, thus 
increasing the available labour supply. This increase in resources, however, | 
was more than offset by a substantial expansion in investment plans contemplated 
by business enterprises for 1946. The intended investment volume for this year 
was forecast to be some four-fifths higher than actual accomplishments in 1945, (4) 


“ This applies to the period after abolition of Construction Control on December 4, 1945. 
(2) Some measure of construction control had been vested early in the war in the Priorities Officer of the Department 


@) Construction Control was abolished by Order in Council P.C. 7237, December 4, 1945. Some measure of control 


of Reconstruction and Supply, among other things, to ‘‘prohibit, control and regulate the making of , or dealing in, construe- 
tion materials. Priority assistance for building materials was provided for Government-approved construction projects, 
nainl: ng in Canada, Central Mortgage and Housing C - 
tion, Ottawa, January, 1947, pp. 17, 18 and 42: April, 1947, pp. 15 and 44; July, 1947, pp. 15, 41 and 64). higbad. ert 
(4) Investment plans of all business enterprises excluding residential reai estate, were forecast at $952 million for 1946, 


plans realized in 1946 were lower, estimated to amount to $823 million (see Capital, Repair and Maintenance Expenditures 


of Business Enterprises in Canada, Forecast 1946, Ottawa, September, 1946, p. 14, and Forecast of 1947 I j 
Business, Department of Reconstruction and Supply, Ottawa, March, 1947, p. 7). ies leas wees 
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The situation in Spring, 1946, was summed up thus by the Minister of 
Reconstruction and Supply: - 

“For a time I was pleased with the rate of expansion. Today I am rather 
alarmed by it. It seems to me that the expansion is coming too rapidly and 
that we shall face an insoluble problem of shortages of material as well as 
shortages of manpower when the program now under way comes into full 
production.” 1) 

Production of building materials during Spring to Fall, 1946, remained 
behind expectations. In some instances, industrial disputes caused declines in 
output. In others, the lack of raw materials or skilled mechanics made full 
use of productive capacity impossible. As a result, and in order to make 
possible an increased flow of available materials to go into housing construction, 
the period for completion of industrial investment projects for which special 
depreciation had been granted was extended to March 31, 1948.{2) — 

In summer, 1946, the Minister of Reconstruction and Supply emphasized 
again: “The need for housing is so great that it is desirable that industrial 
projects should be limited to those which are urgent from the point of view of 
employment.” It is hoped, said the Minister, that the extension of the qualifying 
period for “double depreciation” will permit “the postponement of some 
projects which involve extensive construction until the supply situation is less 
acute. Extension of the period for double depreciation is expected to have a 
salutary effect on residential construction.” ®) 

In this period, special depreciation approvals were given to the acquisition 
of new or used equipment and existing plant facilities. With regard to most new 
construction undertakings, applicants were advised that the same privilege could 
not be accorded to them at this time because of the existing shortages of labour 
and materials. Approvals for special depreciation for the construction portion 
of capital expenditure were in these cases made dependent on the postponement 
of the project until the end of 1946. 

As industrial unrest subsided in the last quarter of the year and prospects 
for increased production of building materials in 1947 improved, many of the 
deferred applications were approved with regard to the construction portion. 
This started in October, 1946, and continued for several months. This timing 
policy is reflected in figures on approvals for special depreciation for new 
construction and commencement intentions of construction projects (see Tables 
I and II, Appendix A). 

Many business enterprises, cognizant of conditions in the building trade 
and aware of the difficulties that they would face if they were to embark on 
large capital expenditures in 1945 or 1946, postponed the execution of their 
projects in part or in full to 1947 or 1948. As a result, the largest number of 
requests for special depreciation ever received were submitted to the Department 
of Reconstruction and Supply in March, 1947, the last month in which applica- 
tions could be made.‘4) Because of the large number of requests, approvals of 
these applications were spread over several following months with the last 
approvals being made in June, 1947.) 

In those few months of spring 1947 the volume of industrial investment 
expenditures approved was so heavy—about half of the total approved during 
two and a half years of operations—that the execution of this program in the 
short space of one construction season was likely to offset the forces operative 
in the direction of bringing supply and demand of construction material and 
labour into balance. Further, great pressure for increased industrial construction 


@) House of Commons Debates, March 20, 1946, p. 115. 
@) Order in Council P.C. 1449, April 16, 1946. 
) House of Commons Debates, July 22, 1946, p. 3674. 


.© Another reason was an attempt of applicants to get most recent cost figures, an important consideration in times 
of rising prices. 


6) In all these cases approvals were dated back to March 31, 1947. 
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} ing building costs even higher and act as a further deterren 
es as ca meh level of housing construction. Accordingly, in order to 
spread the large industrial investment program over a longer period, the final 
date for completion of projects for which special depreciation had been approved 


was extended to March 31, 1949.‘) 


New Provisions 


As transitional special depreciation provisions for industrial expansion drew 
to a conclusion, new provisions were made for two types of capital expenditures 


in need of further encouragement: 

(a) To stimulate the construction of rental housing during the next few 
years, depreciation at the option of the taxpayer of not more than double or less 
than one half the rates normally allowed in respect to rental housing projects 
built or acquired between March 31, 1947, and December 31, 1949, was provided. 
This incentive applies only to types of rental housing approved by Central 
Mortgage and Housing Corporation and has the effect, where this is desired 
by the taxpayer, of doubling standard rates of depreciation for these projects 
for a period of ten years. ‘?) ahh 

(b) Because the shipbuilding industry and commercial shipping had become 
important to the Canadian economy as a result of the war, and the completion 
of the shipbuilding program under way was being delayed by shortages, 
particularly steel, special depreciation provisions were extended to cover, ships 
acquired from War Assets Corporation or built in Canadian shipyards in the 
period from April 1, 1947, to December 31, 1949. Ships or parts thereof 
completed in this period are eligible for special depreciation.‘°) 


Procedure 


The development and administration of special depreciation provisions for 
industrial expansion in the transition period was the result of interdepartmental 
cooperation of three Departments of the Federal Government. 

The plan was sponsored by the Department of Finance,‘4) which, after the 
statutory authority of the provision had been granted, continued in an advisory 
capacity.) 

The integration of the scheme with the general reconstruction program was 
entrusted to the Department of Reconstruction, later the Department of Recon- 
struction and Supply.‘®) A Committee on Special Depreciation was set up in the 
Department to examine the eligibility and merit of each application ‘7 and the 
significance of the proposed investment project in relation to the economic 
development in the transition period. The capital expenditure program was 
subject to guidance with regard to timing where this was considered desirable in 
the interest of a smooth transition from war to peace. If satisfied, the Depart- 


* €:@ Order in Council P.C. 2804, July 18, 1947, gave as specific reasons for the extension by one year of the completion 
period ‘‘the existing policy of giving priority to housing and in view of the continued short supply of various types of equip- 
ment and building materials’’ (see Appendix B, p. 104). 

@) Basic requirements for rental projects qualifying for special depreciation include: (a) project must have four or 
more rental units; (6) rentals charged must be under $70 per month on a standard 4-room unit, with the rent for units 
varying from this base to be adjusted accordingly; (c) veterans’ preference for occupancy of completed units; and (d) project 
must average at least 1-75 bedrooms per unit (see Order in Council P.C. 1095, March 25, 1947, Appendix B, p. 107, and Housing 
in Canada, op. cit. April, 1947, pp. 15 and 16, and July, 1947, pp. 15 and 42). 

(3) Order in Council P.C. 2487, June 24, 1947 (see Appendix B, p. 110). | 

4) Budget Speech by the Minister of Finance, House of Commons Debates, June 26, 1944, p. 4181. : 
P Seno in Council P.C. 8640, November 10, 1944, P.C. 1449, April 16, 1946, P.C. 1095, March 25, 1947 and P.C. 2487, 

une 24, 3 | 

(6) The Department of Reconstruction and Supply, created by statute proclaimed on December 24, 1945 (9-10 Geo. VI, 
c. 16), was the result of a merger of the Department of Munitions and Supply, established in April, 1940, and the Department 
of Reconstruction, provided for by legislation passed in June, 1944. Both departments had been headed by the same 
i and the amalgamation was designed to integrate the Government’s effort to facilitate the transition from war 
O peace. : s 

7) One application had to be filed in respect of each project but applicants were permitted to submit a number of | 
applications. Detailed information was required on the type of intended investment expenditures and their economic 
Sr gnte. Dey ecularly their effect on employment, production, exports, efficiency of operations and improvement of 
working conditions. 
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ment issued a certificate advising the Department of National Revenue that the 
application for special depreciation met the requirements set out in Orders in 
Council P.C. 8640/1944 and 1449/1946. 

The Department of National Revenue then, upon request by the applicant™), 
considered the final granting of special depreciation, after examining whether the 
actual expenditures made were in conformity with the provisions and regulations 
issued (see Appendix B, pp. 105-106). Depreciation commenced for tax pur- 
poses as and from the date the plant and equipment were put into actual opera- 
tions in the earning of the income. Depreciation was not allowed during the 
course of construction or during the period before actual operation. The 
decision of the Department of National Revenue as to whether special deprecia- 
tion was allowable or not and the amount for which it was granted was final. 
This was in line with the ruling of the Income War Tax Act, which provided that 
depreciation allowances for investment expenditures were at the discretion of 
the Minister of National Revenue. 


@ Each applicant had to file a Capital Expenditure Depreciation Form (C.E.D.) with the Inspector of Income Tax 
for his district within six months of the completion of the project or before the due date for the filing of income tax returns 
in respect of the year in which the project was completed, whichever was last in time. Where these dates were not kept, 
only normal depreciation was allowed. If, in the process of executing the project, the applicant found that actual costs were 
exceeding estimated cost by more than 10 per cent if the total expenditure was $100,000 or less; or 15 per cent if the total 
expenditure varied between $100,000 and $500,000; or 20 per cent if the estimated cost exceeded $500,000, he was obliged 
to apply again to the Minister of Reconstruction and Supply for a certificate for the additional amount. In practice, the 
Department of Reconstruction and Supply withdrew the old certificate and issued a new one for the aggregate cost of the 
project. This method employed accounts in part for the differences between gross and net approvals of applications for 
special depreciation shown in Tables I and II in Appendix A. 
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CHAPTER IV 


EXTENT AND ECONOMIC SIGNIFICANCE OF 
ASSISTED INDUSTRIAL INVESTMENT | 


Considerable data are available to indicate the extent and type of industrial 
investment that made use of special depreciation provisions in the transition 
period, and to illustrate some of the more important economic effects that these 
investment projects are expected to have, both directly, through the process of 
making the expenditures, and indirectly, throvgh extension of industrial produc- 
tive capacity with its long term implications for an improvement of the standard 
of living of the Canadian people. But in considering the analysis presented 
here, several important qualifications have to be borne in mind. 

The sections that follow indicate the significance of that portion of invest- 
ment expenditures currently undertaken or contemplated by industry for which 
significant economic information was obtained through special depreciation 
procedure. It would have been preferable to have obtained this type of inform- 
ation for all business investment instead of covering only two-fifths of total 
activity but in the absence of over-all data, the analysis of the economic signi- 
ficance of an important segment of industrial investment presently under way 
illustrates the direction and, in some measure, the diversification of the Canadian 
industrial effort in the transition period. 

It bears emphasis that the data shown do not reflect the amount of invest- 
ment either attributable to or induced by the granting of special depreciation and 
no causal relationship can be established between the volume of investment 
undertaken and the fiscal aids provided. 

This fiscal aid, it must be remembered, became only meaningful under the 
special circumstances prevailing in the immediate post-war period, characterized 
by a large accumulated backlog of investment, high levels of demand by far 
exceeding immediate productive capacity available, high taxes and the expecta- 
tion of reduced taxes, both personal and corporate, as defence and demobiliza- 
tion expenditures were being curtailed. Since this country has never before 
experienced a similar set of circumstances with an investment program under 
way without such fiscal aids as special depreciation, it is impossible to draw 
parallels with past experience and venture a reasonable guess as to the probable 
investment-inducing effect of this particular type of taxation-reducing incentive. 

~What probably has had the most important effect on the volume of 
industrial investment undertaken in the transition period was the availability 
of materials and manpower to build and improve the structures and installations 
required and to produce the machinery and equipment needed for the conversion, 
modernization and expansion of existing plant facilities. For industrial enter- 
prises that had to go ahead with their investment plans in order to make pro- 
duction possible and/or achieve greater efficiency, and that were able to secure 
the necessary materials, manpower, machinery and equipment, tax concessions 
in the form of special depreciation were a welcome relief. Where the approval 
of special depreciation in full or in part depended on making the investment 
expenditures at a time suggested by the Dominion Government, the incentive to 
save a proportion of taxes payable proved strong enough for a number of com- 
panies to conform to the proposed timing schedule. On the positive side, special 
depreciation meant tax relief to a group of industries of particular significance 
in the transition period, at a time when taxes were high and the economic 
outlook was uncertain. On the negative side, where this or other tax reliefs 
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were not granted, continuing high taxes in the immediate post-war period, 
accompanied by rising costs, made it desirable for a number of industries to 
postpone that part of their investment program that did not seem absolutely, 
necessary to a later period when lower taxes, reasonable cost levels of capital 
goods, and a brighter economic outlook might prevail. 


Broadly speaking, then, the main aim of fiscal measures in the transition 
period, of which special depreciation provisions were only a small part, was to 
encourage investment up to the productive capacity of the country. An 
uncertain economic outlook, with continuing high levels of taxation and rising 
investment costs, could have caused hesitancy on the part of business to proceed 
with the large investment program needed to gear the economy for maximum 
peacetime production in a short space of time. Early in the reconversion 
period Canadian business showed great confidence in the future and very 
quickly launched a comprehensive industrial investment program of plant 
conversion, modernization and expansion. It was then appreciated that special 
depreciation could be used for another purpose than originally contemplated. 
Consequently, special depreciation was used in the latter period of operation, 
when the volume of investment was approaching a high level, as an instrument 
of persuasion for entrepreneurs to postpone some of their investment projects to 
a later date. 

It is against this background that the quantitative appraisal presented in 
this chapter should be understood. The analysis that follows is limited in that 
it is confined to an appraisal of the volume and significance of investment for 
which economic information was available through special depreciation pro- 
cedure. To emphasize again, it is not suggested that the volume of investment 
analysed here is the result of special depreciation. The following statement 
simply deals with that portion of investment activity that took advantage of 
special depreciation provisions. 


Volume of Special Depreciation Approvals 


Special depreciation for an anticipated investment expenditure of $1-4 
billion, covering 8,054 projects undertaken by 4,212 companies, involving 4,842 
plants and establishments, was approved during the period of operation of the 
provision. Broadly, about two-fifths of all business investment undertaken in 
the transition period has been or is making use of special depreciation pro- 
visions. The volume of investment by business enterprises between 1945 and 
1948 inclusive is likely to exceed $3-5 billion. This compares with business 
investment (including government-financed war plant expansion) of $4-5 billion 
during six years of war (no allowance being made for price changes). 

The bulk of investment expenditure with approved special depreciation 
involving $1-2 billion was for construction and improvement of plants and 
acquisition of new machinery and equipment, and the remainder was for the 
purchase of existing property, such as buildings, installations, and used machinery 
and equipment. 

About $232 million of industrial investment of all kinds were approved in 
1945, some $377 million in 1946, with the largest amount, about $845 million, 
being granted in 1947 (see Figure 1). In the first two years, approvals comprised 
only 42 per cent of the total, with the bulk, or 58 per cent, postponed until 1947 
(see Summary Table 1 and Table I, Appendix A). Applicants were requested 
to state the approximate date of the commencement of the investment project, 
that is, the date of proposed start of on-site operations, in the case of construction, 
and the date of purchase for the acquisition of machinery and equipment and 
other industrial property. On this basis, figures show that it had been originally 
the intention of business enterprises to commence operations for about the same 
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volume of investment projects in each of the years 1945 to 1947 inclusive 
(see Summary Table 2 and Table II, Appendix A).‘2) Ag later events turned 
out, however, most companies found it difficult if not impossible to carry out 
their initial investment intentions. 


Summary Tastz 1—GROSS AND NET APPROVALS OF APPLICATIONS FOR SPECIAL 
DEPRECIATION, FOR PERIOD OF OPERATION, NOVEMBER 10, 1944— 
MARCH 31, 1949* 


Year $ millions Per cent 
o> RGN, Seen seme ne RR 
Me a EN ih ays sa bs ficcva Aaah ee 232 16 
Pere en Merge. We et ie. boi ub ys cadl oa f2. GR 377 26 
ee Be eh ae a 845 58 
Total Gross Approvals........ ee eC ee ane. > eee a 1,454 100 
Cancellations, Reinstatements and Adjustments........................... 62 — 
MOAB NGL ADDED VAIN CeCe Ea el Ce | 1,392 _— 


* Approvals relate only to the period November 10, 1944 - March 31, 1947, but the scheme is in operation for the 
period November 10, 1944 - March 31, 1949. ; 
t Including November and December, 1944. 


Summary Taste 2.—NET APPROVALS OF APPLICATIONS FOR SPECIAL DEPRECIATION, 
BY DATE OF COMMENCEMENT INTENTIONS, FOR PERIOD OF OPERATION, 
NOVEMBER 10, 1944—MARCH 31, 1949 


Year $ millions Per cent 
Sasi” lr ce SSRIS” cnnRENIY meemenees epee es a eS 
Tc eee as ae a el ee 475 34 
CO hye oleh La Mh TE FC Reed | 420 30 
PE eee ee lee eg 497 36 
ate) Net. Approwalert.. 5.7). buasssand..... he ve cei cde Re. 1,392 100 


t Including November and December, 1944. 
§ Including January to March, 1948. 
tt Material shortages and delays in delivery caused a considerable revision of original investment schedules. 


In many cases, where delivery dates for new machinery and equipment had 
been set at three to six months, these had to be extended to six months to a year 
—and in some cases even longer—because of labour and material shortages. 
Supply bottlenecks and lack of skilled building mechanics frequently held up 
construction and expansion of plants. Some of the 1946 investment intentions 
were also frustrated by industrial disputes that in their entirety could scarcely 
have been foreseen when the individual companies drew up the timing schedules 
for their capital expenditures-in the transition period. As a result, a sample 
of 375 leading companies in Canada showed that new investment actually 
achieved during 1946 amounted to only about 75 per cent of that forecast 
by these companies earlier in the year. As anticipated repair and maintenance 
expenditures were fully achieved, there was an 86 per cent realization of total 


@) Figures in Summary Table 2 which show net approvals of applications for special depreciation by date of commence- 
ment intentions for 1945 and 1946, indicate a larger volume than gross approvals for the corresponding period shown in 
Summary Table 1. There are several reasons for this: A number of construction projects which had been proceeded with 
in 1945 on receipt of a construction licence were given approval for special depreciation in 1946 and 1947. A number of other 
nvestment projects, particularly the acquisition of new machinery and equipment and the transfer of existing industrial 
property and ships, were granted special depreciation dated back to November 10, 1944, even though application might 
have been made in 1946 and 1947, provided that the project fulfilled all the requirements for the granting of special deprecia- 
tion and was not subject to the timing procedure. This was done in order to afford equal facilities to all companies 
operating under similar risk factors. 


38 


"KIdDdNS F 'D9Y JO 1d3dSHONVYS HONVISIY DINONOD3 


—L 6 ———_j —————__—— 96 | > —_— mm  —— $v 6|—__——— rb 
‘NOP AWW ‘UdY ‘YW ‘834 ‘NVP “O30 ‘AON ‘LOO d3S ‘ONV “TNT ‘NAP AVN “Udv ‘YVW 'G34 ‘NV& “930 ‘AON ‘100 ‘d3S “ONW “INT NOC AV “dv "SV “833 ‘NVC 930 AON 


Tin EO 


NOI LONYLSNOD 


NOILVIOSYd3d TWId3dS YOS 
INAWLSSANI Y3H.LO GNV 
NOILONYLSNOD M3N JO STVAOYddY ATH.LNOW L3N 


3O 
SNOITNIN SNOITIIN 


1 SYNSIS 


39 


capital, repair and maintenance expenditures.1) To give another example: sample 
surveys of some 643 companies formerly engaged in war production, made in 
February, 1946, and again in January, 1947, showed that approximately 40 
per cent were in need of reconversion at the end of the war.‘2) While the recon- 
version effort was close to schedule up to March, 1946, the period between March 
und the end of the year was marked by delays. Some 60 per cent of the plants 
failed to maintain the rate of progress they had expected to make in the spring 
of 1946. In January, 1947, all but 8 per cent of reconversion work was expected 
to be completed by mid-1947, and most of what remained would by then be inte- 
grated into modernization and expansion programs. 


Regional Distribution 


While special depreciation approvals covered only about two-fifths of all 
business investment, it covered a considerably higher proportion, namely, 
some four-fifths of manufacturing investment. Although special depreciation 
data are not complete, they provide the most detailed information available 
on the subject. It should be remembered that the figures do not cover such 
business enterprises as commercial, service, agriculture and utility groups and 
for the industries covered a number of firms did not take advantage of special 
depreciation provisions or could not do so because the specific type of invest- 
ment item was not eligible for special depreciation privileges, e.g., purchases of 
trucks, buses and office equipment. This qualification should be borne in mind: 
in considering the regional and industrial distribution of investment expenditures 
with approved special depreciation. bli 

The largest investment outlay, $605 million, was approved for Ontario 
industries, followed by Quebec with $509 million, and British Columbia with 
$165 million. Proportionately to population, however, British Columbia appears 
to be the leading province in industrial expansion.‘®) On a per-thousand popula- 
tion basis, British Columbia was spending $157,000, Ontario $144,000, and 
Quebec $137,000. Another interesting feature of the regional distribution of 


Summary Tasitz 3.—NET APPROVALS OF APPLICATIONS FOR SPECIAL DEPRECIATION 
BY PROVINCES IN ORDER OF MAGNITUDE OF EXPENDITURE, TOTALS AND 
PER 1,000 POPULATION BASIS, FOR PERIOD OF OPERATION, 
NOVEMBER 10, 1944—MARCH 31, 1949 


Total Per 1,000 
Province Approvals Population* 
$ millions $ thousands 


—— 


OS A a ne a a a one. 165 157 
Crees, fe ase e te Gh) ER ss fee ite | fost 605 144 
(ee ee. ry. evi Gt. ObOTO.d... malin. - Saks in. 509 137 
ee ae ee ee er Seem T al 76 
ee ee er ee ee cece head et as 27 44 
Al OF . OO BHO TION OA... GOrtIGOXS. LL. ileeds. .22Geeend. o 27 32 
Fe eT yk ee ee ee SS cee 15 20 
ee Core a ee cik cece ecmetg oon Bie 1 11 
Siem Ran) Lacie JO Gotecsoxs oo. AU. viabent An 6 8 

EO eee cia ccs x sar fein aoe oe ge we vn healt 1,392 111 

a: - = a Aa 


* Based on a population estimate as of 1947. 
{ Including Yukon. 
t Excluding Northwest Territories. 


“) Forecast of 1947 Investment by Canadian Business, op. cit., p. 6. 

®) Results of first survey are to be found in Reconversion, Modernization and Expansion, Progress and Programs in Selected 
Canadian Manufacturing Industries, 1945-1947, op. cit., particularly at p. 17. 

8) The situation is somewhat different if new investment expenditures only (i.e. excluding transfer of property) are 
considered. On this more limited basis Ontario leads before Quebec and British Columbia (see Table IV. Appendix A). 
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industrial expansion plans brought within the scope of special depreciation 
was the fact that the Maritime region showed greater activity than the Prairie 
region!) (see Summary Table 3 and Tables III and IV, Appendix A). | 


Location of industry is guided by many factors—availability of raw 
materials, adequate supply of manpower, cheap transportation facilities and 
hydro-electric power, closeness to markets, and a variety of psychological 
factors from traditional attachment to established localities to a drive for 
pioneering in new places. These forces at work are reflected in the large number 
of industries either expanding or newly coming into existence in Canada from 
the Atlantic to the Pacific. To illustrate: Industrial expansion in the Maritimes 
has made greatly increased demands for fuel. As a result an oil company 
decided to put up a $7 million refinery to establish itself close to the market. 
The growth of the secondary textile industry in the Province of Quebec during 
the war has brought into focus the need for a corresponding growth of a 
primary textile industry to supply Canadian textile manufacturers with Canadian 
produced raw materials. With an eye to the future, a Quebec company is invest- 
ing $12 million in building a textile mill to manufacture staple fibres, hitherto 
imported from abroad. Further integration and improved use of Canada’s 
resources is reflected in the investment plans of one Ontario steel company 
which intends to spend some $6 million for the production of metallurgical 
coke and the recovery of by-products which in the past remained unused. 
Expanded use of Canadian resources is also reflected by the investment plans of a 
paper company in Ontario which intends to spend $17 million on a new plant 
to produce sulphate pulp in the northern parts of the province, thereby creating 
a new community in virgin wilderness. A case in point for an industry being 
established near the source of supply is the erection of a sugar beet plant 
costing $4 million in a farming area in the Prairies. Another instance of 
greater utilization of Canada’s natural resources is shown by one British 
Columbia firm which is embarking on a $6 million industrial investment program. 
to utilize waste materials from presently operating pulp mills. 

But not only is there industrial expansion at home but the need for shipping 
a great deal of Canada’s produce, raw and processed materials, and manufactured 
goods to other countries has led to the expansion of Canada’s peacetime merchant 
marine and improvement of service to the United Kingdom, Western Europe, 
the Middle East, the Union of South Africa, the West Indies, and the Far East. 


All parts of the country are thus participating in the present drive towards 
further industrialization of Canada. Though the different regions and com- 
munities are participating to a varying degree, depending on their natural 
resources, availability and skill of manpower, initiative of entrepreneurs and 
economic prospects, Canada’s industrialized urban communities have a major 
share in this development. 


Among the cities, Greater Montreal heads the list, with a contemplated 
investment expenditure of $247 million. Toronto follows with $172 million, 
Hamilton with $61 million, and Vancouver with $58 million. But again an 
entirely different picture presents itself if expansion proportionate to popula- 
tion is considered. On a per-thousand population basis, St. Catharines is the 
leading city with $695,000, mainly due to expansion of industrial capacity in the 
fields of iron and steel products, textiles and food processing. The second city 
is Kingston, with $528,000 per thousand population, as a result of large expansion 
in the production of aluminum and chemical products and transportation 
and railroad equipment. The next two cities in rank are Kitchener, with 
$461,000, and Three Rivers, with $456,000. The former city is experiencing 


ae Regional comparisons as given here are only roughly indicative of trends in economic expansion. Special deprecia- 
tion provisions were not equally available to all industries, so regions and cities did not have equal opportunities to bring: 


their investment outlays within the scope of the provisions. 
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FIGURE 2 


NET APPROVALS OF APPLICATIONS FOR SPECIAL 
DEPRECIATION BY MAJOR CITIES 


ON A PER THOUSAND POPULATION BASIS 
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rapid industrial development in the manufacture of rubber goods, sheet metal 
products and-industrial equipment, while the latter city 1s expanding greatly 
‘its cotton goods manufacture and paper production. On a per-thousand popula- 
tion basis, Montreal ranks tenth, Toronto eleventh, and Vancouver thirteenth: 
(see Figure 2). It is interesting to note that 55 per cent of the industrial expansion 
brought within the scope of special depreciation is taking place in the 24 largest 
‘urban communities in Canada, comprising the metropolitan centres and other 
cities with population of over 30,000, and that, on a per-thousand population basis, 
this investment outlay is more than twice as great as that occurring in other 
areas (see Summary Table 4 and Tables V and VI, Appendix A). At the same 
time there is a noticeable industrial expansion and growth in smaller com- 
munities, mainly those with population of less than 10,000. This is particularly | 
true with regard to the establishment of new plants. Many entrepreneurs are 
finding it more promising to locate their new industries in such smaller localities 
where the local labour supply is more plentiful, their initial capital costs lower, 
and their taxation rate more moderate than in large urban centres (see p. 56). 


Summary Taste 4.—NET APPROVALS OF APPLICATIONS FOR SPECIAL DEPRECIATION, 
TOTALS AND PER 1,000 POPULATION BASIS BY CITIES WITH POPULATION OF 
30,000 AND OVER, IN ORDER OF MAGNITUDE OF EXPENDITURE FOR 
PERIOD OF OPERATION, NOVEMBER 10, 1944—MARCH 831, 1949 


, Totals Per 1,000 
City Approvals | Population * 
$ millions $ thousands 

Sp So se i ee 24 695 
RYBP SLO toe «op Meas el Pi Sky cee os ede. Lace 17 528 
WKiteherervi |. fas ee foes. Bee ee 17 461 
Phréeiiivers. «uci. faces a. es shat SL ...... eee eee 21 456 
0) ACE ee ee ie ee a 10 348 
Fropmiitim. 3)... co tee a bl ee ak chs ects. eee 61 312 
Braatiord aa o.com. ae 10 279 
AIO p. note i de. Ceres winded ko...) ee 16 230 
SMGDULY CT... Mee ean der tee ives. i ea oll re 8 210 
PIGRCIGAL ST i ed.s0 Peet: See he Pe oO ee. ee 247 200 
Cir oi i en ie, i. ee eee 172 » 180 
POGAOH < 0s ts Soe ee. ec bee Ce ee el. 176 171 
Vancouver) .0..0.. Pacttte aa ee. Se 58 135 
sherbrooke: .... ..'.}. 4c. cn Semen els MOLT AaOMNS! ae Co eee 5 118 
Oteawa ss er... Pal [ee 8 OE USA MANA TESTA MOls ot OO 2 105 
Halifax: . ..dyot > 2.4 fe tee ee LO eA ay ee 13 92 
CRNGALY. ccc Mire sess Meee ee OT Pea ere ec. os 9 86 
W indisogss. tate ect meee ee hc ft se on 11 78 
dination isso We ca ete ee ene le 7 60 
VIGGOPENG ath vox Thee See a ee dee, ae a 4 46 
Wineipegn no 2.5 Boe eee ieee «eo ae ee Foc eee 12 39 
CR drat: me, OR eee 2 32 
SOE re uae 82, tre had og | domes Paty) a 7 30 
eel ee ane Re | leh a aS ee a AD Gd * aca CACO Sm Se AT 0-4 9 
OU HOCRe Citicgwe ss) Rane i. Boel yo ie ee Spee et a die 162 
Otier Mime Sauer ar mene SNe .! Bee eke a Bee 2 ye ae 619 82 
SAMA CAE ea: GB yaa oh ey ba os kee Bh ow’ «8 ae WARE 1,392 113 


* Based where available on population stimates as of 1946. 
Tt Excluding Northwest Territories. 


Industrial Distribution 


The bulk, or 88 per cent, of total investment expenditures with approved 
special depreciation amounting to $1-4 billion, comprises capital outlay 
contemplated by the manufacturing industry. This is about three times the 
volume estimated to have been undertaken in 1947. | 
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~~-Investment plans for different industries vary considerably. ‘The largest 
investment expenditures, namely, $369 million, were approved for the wood, 
pulp and paper products group. Expansion of plants of pulp and paper 
producers to the extent of $273 million was largely responsible for this. Next 
in importance was the vegetable and animal food products group with $195 
million, of which $150 million were mainly for the processing and canning of 
vegetable food products. The third group was the iron and steel industry, 
with investment of $170 million, of. which $107 million were designated to 
extend and modernize fabricating capacity. The next group was textiles and 
textile products, with anticipated expenditures of $122 million, of which the 
major portion, or $88 million, were going into the expansion of Canada’s primary 
textile industry. In non-metallic minerals, $122 million were approved, including 
$58 million for cement, lime, salt, clay and stone products, and $52 million 
for fuel and fuel products. For the chemicals and allied products group $117 
million were approved, and for commercial shipping $101 million. These 
seven groups constitute expenditures of $1,196 million, or 86 per cent of total 
investment approved. Six other groups, including non-ferrous metal products, 
vegetable and animal products, non-food (rubber, leather and furs), primary 
industries (mining and logging), shipbuilding, construction and miscellaneous 
manufacturing products, made up the remainder (see Figure 3). 


The industrial groups listed above rank differently if special depreciation 
approvals are considered on a per-thousand employee basis. On this basis 
non-metallic mineral products leads with $3-7 million per thousand employees, 
followed by commercial shipping with $3-:2 million, chemicals and allied 
products with $1-9 million, wood, pulp and paper products with slightly under 
$1-9 million and vegetable and animal food products with $1-2 million. Iron 
and its products which ranked third in an absolute order of magnitude ranks 
eighth on a relative basis, and textiles and textile products, formerly ranking 
fourth, ranks seventh on the new basis (see Summary Table 5 and Tables VII 
and VIII, Appendix A). 


Variation of capital requirements in relation to employment opportunities 
is another interesting feature which is brought out by a relative inter-industry 
comparison. Some industries such as non-metallic minerals, chemicals, wood, 


Summary Taste 5—NET APPROVALS OF APPLICATIONS FOR SPECIAL DEPRECIATION, 
TOTALS AND PER 1,000 EMPLOYEE BASIS, BY GROUPS OF INDUSTRIES IN 
ORDER OF MAGNITUDE OF EXPENDITURE, FOR PERIOD OF OPERATION, 
NOVEMBER 10, 1944—MARCH 31, 1949 


Total Per 1,000 
Industry Approvals | Employees* 
$ millions §$ thousands 


eommeerniic WMoneral Products. «4.220... os ooo weds - Boe. tk ss Paws emoees 122 3,739 
SIS ETE Re ne a ay a See ae: ee SS 101 3,.Po 
Seer atch, ALdiier) P'rplueee: Sosa... Be en: age a fe ee ee ep SF a 117 1,927 
nti teanbr Préinctas . . vin cai Wh: oie oie + aisbeh 8isie De oR 2 6 Bi es 3 369 1,864 
Negetable and ‘Animal Products—¥ood = ...5....5. 0. 2s ae ee cece nee eee ees 195 1,157 
Non-Ferrous Metal Products and Electrical Apparatus................+.05- 87 986 
nnd f OLLIIGEE FOCMCLS AT. We es S32 sw be wo lee wo bode we -§ Bees Bas 0h 122 774 
Tee eC Me ee a, ee. ee tans wad ae an ne ee 170 622 
Seeereninneous PU AnUlACtUTinge PYOGUCtS. -..... 05... cece cece ese cen eeecc seats 14 552 
Vegetable and Animal Products—Non-Food............. 2.0 secs eee cence 30 462 
NSE LE EEE, TE SES I Oe ee eee 47 240 
eae ie oc. Sk meas vas Sagas wen oe hby secre late meee 5 94 
nT? SSP ROS Fh RG TN oy. doe do ottgk + Ae lea Sei eeates - RS 13 90 

OE MM ee tS ere Rs Rte Ea ssn AN 5 Poamaedee he vain bey ae 1,392 932 


* Based on employment estimates as of 1945. 
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pulp and paper lend themselves more readily to mechanization and the application 
of production-line techniques. As a result such industries will require many 
times the capital to give employment to the same number of workers as other 
industries, e.g., the construction industry, shipbuilding, mining and logging, 
where specific skills or craftsmanship are essential to the production process. 
To give a specific example: it takes twenty times as much investment. 
to employ 1,000 workers in the chemical and wood, pulp and paper industries 
as in the construction industry and shipbuilding. While these instances are 
not more than illustrations of the capital requirements of different industries, 
the great variation that exists may serve to suggest the complexities of an 
industrial structure whose component parts have reached varying stages of 
technological development and differ considerably in organization.‘ 


Size Distribution 


Smaller projects involving expenditures of less than $100,000 were most 
numerous. They made up 77 per cent of all applications received, but involved 
only $105 million or 8 per cent of total expenditures approved. On the other 
hand, 3 per cent of all applications were for projects of $1 million and over, 
and comprised $815 million or 58 per cent of all investment expenditures 
contemplated (see Figure 4). These figures indicate that the major part of the 
industrial investment program is due to the expansion of a small selected group 
of large industries. At the same time a large number of small and medium size 
industries are expanding or coming into existence in all parts of the country (see 
Summary Table 6 and Tables IX and X, Appendix A). 


SumMary Tasty 6—NET APPROVALS OF APPLICATIONS FOR SPECIAL DEPRECIATION, 
BY SIZE OF EXPENDITURE, FOR PERIOD OF OPERATION, 
NOVEMBER 10, 1944—MARCH 831, 1949 


Applications 


Approved Expenditure 
Size Distribution | 
$ Number Per cent $ eae Per cent 
Less tharmem) 000% re... 0e.... Hen... 6, 166 76-6 105, 318 7-6 
100,000-999 999. ........... . Se ae 1,615 20-0 471,920 33-9 
1,000, 000-iie09,99G= | Wey... Bele... 242 3-0 912 1552 36-8 
§,000,000'and overt. .... | eee 31 0-4 302, 492 21-7 
Titea |! > eee... : Soe... se... 8, 054 100-0 1,392, 282 100-0 


Economic Significance of Investment Expenditures 


There are many ways to appraise the economic significance of investment 
expenditures. One approach, and that is the one chosen here, separates the 
immediate or direct impact of investment expenditures upon the economy from 
the long-run effects. The direct economic impact consists of the jobs provided 
and incomes earned in this country by purchases of Canadian materials, 
machinery and equipment, and the money spent on construction of new or 
extension of existing structures and installations, and additional jobs provided 
and incomes earned abroad through sales of foreign-produced materials, 
machinery and equipment to Canada. The long-run economic effects of invest- 
ment expenditures consist of the flow of goods that can be expected from the 
expansion of Canada’s industry. It may mean greater diversification and more 
efficient production, larger output and exports, increased employment opportuni- 
ties and improved working conditions. The sections that follow attempt to 
7G) Sappteméntary data and other additional information on the points raised above are contained in Table VIII, 


Appendix A, but the study of capital requirements for various Canadian industries is of such complexity that a great deal 
more factual information both qualitative and quantitative is required for a proper appraisal. 
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FIGURE 4 
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express in quantitative terms both the direct impact and the long-run economic 
implications of investment expenditures of $1-4 billion approved under special 
depreciation. 


Direct Impact. The major portion of the $1:°4 billion of investment 
expenditures had significant and immediate employment and income producing 
effects. Acquisition of industrial facilities created during the war, large as these 
facilities were, represented only the smaller part of the industrial expansion 
program in the first three years following the conclusion of the war. Only 17 
per cent of all expenditures for which special depreciation had been approved 
were used for the transfer of property, mainly the purchase of buildings and 
other structures and used machinery and equipment (including ships)—-and some 
part of the property would have been in existence before the war. These 17 
per cent had no immediate employment or income producing effects, because 
they involved only the transfer of title of ownership from one body to another. 
But the major part of the expansion program, namely 83 per cent, went into 
expenditures for new investment projects involving both construction for 
conversion, expansion and modernization of plant facilities and the purchase 
of new machinery and equipment. The reporting companies expected to spend 
a total of $1-2 billion for this purpose. For every $1 to be spent on new 
construction, they intended to spend $2 on machinery and equipment. Of the 
latter expenditure, for every $2 to be spent on the purchase of machinery 
produced in Canada, the firms expected to spend $1 on machinery and equip- 
ment purchased abroad (see Summary Table 7 and Tables XI and XII, 
Appendix A). Capital expenditures of $1-2 billion mean jobs and incomes for 
a large number of people, from persons working in the mines and forests to 


Summary Taste 7—NET APPROVALS OF APPLICATIONS FOR SPECIAL DEPRECIATION: 
BY ECONOMIC CLASSIFICATION OF EXPENDITURE, FOR PERIOD OF OPERATION, 
NOVEMBER 10, 1944—MARCH 31, 1949 


Amount 


Type of Expenditure © mics Per cent 
New Investment— ; Re 
Construction for Conversion, Expansion and Modernization 
NC eR, Bs. . SMe s Metinge | See Oe wih wee oes 155-3 11-1 
iy Nala a analog le amilanes NURRa asa 9 AN Me 5 «a Te Se Oe 201-3 14-5 
SE MON MRED FS, TPES LLIN ek Pe een gs DUB os ch eo gy 43-1 3-1 
OO OO) As BRIES een es 9. anairtraa > in Sunn 399-7 28-7 
Machinery and Equipment 
SAC AMANGGHUTGT. 2. ol. od. EOC as er roe BM os Be ee ER 499.4 35-8 
0 OE ote en oe oo ee eke a, a ae ree 258-5 18-6 
SPC er MOLT. ES Re one SEE A oa eh oe nde» Bs 757°8 | 54-4 
RT RT Wy LIV OGGMIONG hd, .. ae’. - «eR OGe Ries Cealeh vec ob cco ene pee 1,157-6 83-1 
Transfer of Property— 
Purchase of Buildings and Other Structures............0. 00:0 eee e eee 105-9 7-6 
Purchase of Used Machinery and Equipment.................0. eee eee 128-8 9°3 
OOS BETIS SESS Se cl Oe i ie eho er nh re 2 234-7 16-9 
WM ibeibrnonditaroni. MaDe ee CRA, US A Aes 1, 392-3 100-0 


* Including foreign materials used in the manufacture of Canadian-produced machinery and equipment. 
+ Including cost of installation and duties paid in Canada and mark-ups of Canadian distributors. 
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employees in processing, manufacturing and construction industries, trans- 
portation and distribution trades, businessmen and professional personnel. 
All these groups participate in the production of new capital equipment, which 
in turn would add to the flow of commodities to the domestic and foreign 
markets, including many products new to Canada (see Figure 5). 


By far the largest part of investment expenditures was to be spent in ~ 
Canada. Of the contemplated construction expenditure of about $400 million, 
39 per cent was expected to go into wage payments for on-site labour, 50 per 
cent to be spent for materials, and the remaining 11 per cent would represent 
other charges, mainly overhead and profits of contractors. Most of the building 
materials used in construction are produced in Canada. Some of the raw mate- 
rials used for the Canadian manufacture of machinery and equipment are 
imported. On the other hand, the figures on machinery and equipment pur- 
chased from abroad (shown in Summary Table 7) include cost of installation, 
which are expenditures made in Canada. They also include mark-up of 
Canadian traders, if purchased through established commercial channels, and 
duty paid in Canada. As a first approximation, it appears that currently about 
two-thirds of all expenditure made on new investment for industrial expansion 
(that is, new construction and the purchase of machinery and equipment, 
excluding the purchase of existing property) absorbs materials produced in this 
country and provides jobs for Canadians, and about one-third of these expendi- 
tures are made for machinery and equipment and materials imported from 
abroad, mainly the United States.“ 


Because of the recently announced import restrictions on capital goods, ¢) 
ihe dependence of various groups of industries on foreign manufactured 
machinery and equipment is of particular interest. While the figures available 
are only of limited value because they include cost of installation and duties paid 
in Canada and mark-ups of Canadian distributors, they are indicative of current 
trends. 


Of the 23 industrial groups into which the manufacturing industry has been 
divided for the purpose of this study, 13 groups depend on foreign manufactured 
machinery and equipment to the extent of 25 to 50 per cent of their total invest- 
ment expenditures made for purchases of new machinery and equipment (see 
Summary Table 8 and Table XII, Appendix A). Only in six industrial groups 
was the proportion less than 25 per cent, while in the remaining four groups, the 
proportion exceeded 50 per cent. Development of Canadian industry producing 
machinery and equipment in many fields where there is a large domestic market 
is indicated by the large portion of domestically manufactured items used in some 
of Canada’s major industries. For example, in the pulp and paper industry where 
the volume of investment is currently very substantial, the proportion of foreign 
manufactured items, comprising about 13 per cent, is lower than in most other 
industries. On the other hand, the primary textile industry depends greatly on 
imports of foreign produced machinery and equipment coming mainly from the 
United States. In this industry, the proportion of new investment expenditures 
for machinery and equipment going into foreign purchases 1s 67 per cent. 

(1) Because a large segment of the Canadian capital goods producing industry is presently in the process of adaptation 
and expansion, imports of materials, machinery and equipment from abroad, particularly the United States, are compara- 
tively large. As Canadian capacity increases, the ratio of two-thirds to one-third is likely to change moderately towards 


more Canadian-pro duced capital goods, although this country will continue to depend on large imports of certain basic 
materials and specialized machinery and equipment from the United States. 


(2) Order in Council P.C. 4678, November 12, 1947, and The Emergency Exchange Conservation Act, Bill No, 3. 
House of Commons, First Reading, December 11, 1947. 
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IMM E 8.— N MANUFACTURED MACHINERY AND EQUIPMENT AS A 
PROPORTION OF ALL MACHINERY AND EQUIPMENT PURCHASES, BY ee OF 
INDUSTRY, BASED ON NET APPROVALS FOR SPECIAL DEPRECIATION, 
FOR PERIOD OF OPERATION, NOVEMBER 10, 19444M ARCH 31, 1949. 


aE ee 


Foreign 7 
Manufacture 
Purcittes | Machinery 
é . an 
Industry of Bere Equipment 
Equipment ag eS Pee pa 
Purchases* 
Manufbctarthg Tibiies $ millions per cent 
Vegetable and Animal Products—Food: 
CDVenetaile Mood eoduate oy al age ke ete 74:5 39-6 
(2)'Animal Food’ ProductsWBHi5./ 62) IVS ORL Os ey 14-4 29-8 
PGB en. ene e in ard Ee, aiitebe, & te echa ies. ocean 6 hi, 56-1 
Sab-tolals . VIO CACAO, 4h Wet. ; EEA) 95-6 39-3 
Vegetable and Animal Products—Non-food: 
(Liteulbeniselier ate. ..eaadhe ot misea ey! at. bets 16-0 24-5 
(2) Leather...... RIC: CPO Rae yn ts Ree a eet 2-4 40-6 
LASS) AU OY, DOTost Ri gaiees eens | Tob 0-2 8-2 
Betrayer es eee 18-6 26-4 
Textiles and Textile Products: 
pei yicey Pextitesss 7/20 30 Seu, Gh Dae ot 63-0 66-9 
(2) Clothing and Olther.'Textilés mail o. ( yosnitee idee ancl, 24-2 72-7 
Subtotal eae tilO. HIOO.8. SM ABA BO 87-2 68-5 
Wood and Paper Products: 
(1) Lumber and Lumber .Products..............2¢8) eas.n¢2, 4 35-5 24-9 
a) Stee ok. eee kw, 194-5 12-9 
(3), Printing egd;Publishing j.:.)10, duc. cd heer. al 19-2 76-2 
DUDMOLIE Et). 49) JAE Te. ati reeeo ory, 249-2 19-6 
Iron and Its Products: 
(1) Primary Iron and eee! 2. JAG SLT MAIR 10-9 32-3 
(2) Iron and Steel Fabricated Products (excluding Vehicles)... 61-1 41-2 
3) “Wehiclemenddeartse. Pde MEINEI Liss ses ths ST 16-9 43-9 
OU potule.|..2r Si ae, ee ees Ge 88-9 40-7 
Non-Ferrous Metal Products and Electrical Apparatus: , 
(1) Non-Ferrous Metal Products....................... be ares Fk 16-5 39-3 
(2) Electrical: Apparatus, 2... ac. 04.2502... 2 oe ee 2 ee 23-3 43-3 
Sub-totak . pasreeco seis. viet ibn. adeuelys icc. co. 39-8 41-6 
Non-Metallic Mineral Products: 
(1) Fuel and WuelsProducts 14.03 selialea. sie. RAY. Oe... coe 42-6 18-9 
(2) Cement, Lime, Salt, Clay and Stone Products..........._. 30-9 21-2 
(3) Glass and Glass Products............0..00..0000000000007 6-8 43-5 
lla ite es A Nahe Ge ean Lem 2 SY ORMILES | 80:3 21-9 
Chemicals and Allied Products: 
(1) Industrial, Domestie and Agricultural Chemicals 25-0 Fie 
(2) Drugs, Cosmetics, BOMPRS 4ar a Pek fiacs . wank wold interne . 9-8 33-1 
(3) Miscellaneous Chemical Products...........0000 000707777 23-4 37-6 
Cubtotal 2 016} ear eee ae 58-2 ' 32-3 
Miscellaneous Manufacturing Products............0.-0.c0000005..... 6-0 47-3 
Total Manufacturing Industries........................ 723-6 33-6 
Primary Industries— sa 
Mining: ; 
Gp Metallio Miningy ec... xv) 0) i. boy.cheo. ena 3 5:2 31-7 
(2) Non-Metallic Minit. ./000)..5.6 000,01) 310 Paap 2:5 20-1 
TOs eee vm mte chante og ee tae 7:7 28-0 
WiO00s CIMGCSHONA Mtewesinre ies she les. Date SE roche 14-3 48-6 
Total Primary Industries...........................-. 21-9 41-4 


*See footnote + to Summary Table 7. 
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Summary TABLE 8-—FORKIGN MANUFACTURED MACHINERY AND EQUIPMENT AS A 
PROPORTION OF ALL MACHINERY AND EQUIPMENT PURCHASES, BY TYPE OF 
INDUSTRY, BASED ON NET APPROVALS FOR SPECIAL DEPRECIATION, FOR 
PERIOD OF OPERATION, NOVEMBER 10, 1944—MARCH 31, 1949—Continued 
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* See footnote | to Summary Table 7. 


Long Run Economic Implications. The 4,212 companies making inves- 
ment expenditures of $1-4 billion intend to spend $1 billion for the conversion, 
modernization and expansion of 3,668 plants, and $400 million for 1,174 new 
plants (see Figure 6). Of the latter, 380 either replace or add additional plants to 
existing establishments while 844 consist of completely new productive units (see 
Summary Table 11.) Taken together these companies will be responsible for 
a major part of Canada’s production and export of manufactured goods and 
a portion of primary commodities. They will be turning out many types of 
eoods never before manufactured in Canada. If production and export plans 
of these companies materialize, this group of industries expects to provide 
continuing employment for a large number of persons. 


Summary Taste 9.—PRODUCTION, EXPORTS AND EMPLOYMENT OF 2,241 COMPANIES 
INDICATING PRE-WAR AND WAR ACCOMPLISHMENTS AND POST-WAR PLANS, 
WITH APPROVED SPECIAL DEPRECIATION, FOR PERIOD OF OPERATION, 
NOVEMBER 10, 1944—MARCH 31, 1949 
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SMR ON Ms a eR Sig = cia bletgateig wate 'slg’s Wa) 746 50 796 
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We a i | pee set ee 
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SSAC Sock cteck sin eld «ot rorielsd eine qe Biggia Ce to. eke 431 43 474 
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”  Project—thousands...........0c0bece scene cee ecemeeecees 506 54 560 
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Because of statistical limitations, available data are only broadly indica- 
tive of future developments. The main difficulty lies in the fact that comparable 
data with regard to production, exports and employment for the pre-war and 
war periods and post-war plans are available only for about half of the total 
companies, namely 2,241 with 2,601 plants or establishments and investment 
expenditures of $699 million (see Summary Table 9). The remainder are either 
new companies established during or since the war or are firms which were 
not required to provide the above information. However, it is possible to give 
an indication of production, export and employment plans for all companies 
in the survey for the first years after the completion of the investment projects. 
These data are based in part on submissions by the companies, as in the case 
of new plants established during or since the war, and in part by making 
estimates for firms not reporting this information (see Summary Table 10). 
Thus at least a first approximation of the production, export and employment 
effect of the total investment program of $1-4 billion appears possible (see 
Summary Table 11). But it bears emphasis that the pre-war, war and post- 
war data are only comparable for about half the firms covered. 

Here in brief is what, the industrial investment program of $1-4 billion 
might mean for the Canadian economy. 


Production Plans. The 2,241 companies for which comparable data are 
available produced goods to the value of $1-8 billion in 1939, increased their 
output to $4-1 billion in 1944—the year in which the largest volume of war 
goods was produced—and expected to turn out about $4-°9 billion worth of 
commodities one year following the completion of their investment projects (see 
Summary Table 9). These expectations appear to indicate that the com- 
panies canvassed expect not only to consolidate their wartime expansion but 
to turn out in peacetime a total of goods valued at some 20 per cent higher 
than their peak war output (no account being taken of price changes). These 
figures become even more significant if account is taken of future production | 
plans of the second group of 1,971 companies for which no comparable pre-war 
and war data are available (sce Summary Table 10). The total of 4,212 com- 
panies with new investment of $1-4 billion expect to produce some $8-6 
billion annually (see Summary Table 11). This level of output, if achieved 
by this group of companies, would only be about one billion short of the total 


SUMMARY TasLE 10.—PRODUCTION, EXPORTS AND EMPLOYMENT OF 1971 COMPANIES. 
INDICATING POST-WAR PLANS ONLY, WITH APPROVED SPECIAL 
DEPRECIATION, FOR PERIOD OF OPERATION, 
NOVEMBER 10, 1944—MARCH 31, 1949 
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Summary Taste 11.—PRODUCTION, EXPORTS AND EMPLOYMENT OF TOTAL 4,212 
COMPANIES INDICATING POST-WAR PLANS, WITH APPROVED SPECIAL 
DEPRECIATION, FOR PERIOD OF OPERATION, 

NOVEMBER 10, 1944—MARCH 31, 1949 


New Plants and Establishments 


Conversions notes sil iftk alse ese 
Moderniza- Total 
Item ab acl Sag New Establish- 
P Productive | Sub-total mentst 
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Applications—number................66. 6, 758 350 946 1, 296 8,054 
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Gross Value of Production in Year after 
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Gross Value of Exports in Year Following 
Completion of Project—$ millions.. 1,795 62 236 298 2,093 
Number of Employees in Year Following 
Completion of Project—thousands... 853 54 73 127 980 


+ These figures represent the sum total of comparable data, shown in Summary Tables 9 and 10. 


gross value of production (or revenue) of all enterprises in the industries covered 
here (manufacturing, mining, logging, construction and shipping) in 1945 
(the last year for which these over-all figures are available at present) .‘?? 

Even if no account is taken of the output of new plants that have come 
into existence during and since the war, production (measured in current 
dollars) of the industries covered here is expected to be two and a half times 
as great after the war as compared with the value of goods turned out before 
the war. Against this very substantial expansion in output has to be put as an 
offset the production of war plants which were closed either in part or in full 
in the transition period, and price rises which occurred during the war and 
post-war period. But most war plants have been found usable for peacetime 
purposes and remain in operation although serving different purposes. Prices 
of goods have risen considerably since 1939 but increases have been uneven for 
various types of commodities. Assuming that prices will not exceed 1939 levels 
by more than 50 per cent for any length of time, it appears that the group of 
companies analysed here contemplates turning out in the years to come about 
one and three-quarter times the volume of goods produced before the war. 


Export Intentions. Because Canada’s prosperity depends greatly on the 
level of foreign trade, figures on export expectations are important indicators 
of future economic developments in Canada. The group of companies‘?) for 
which pre-war data are available indicate that they exported goods to the value 
of $324 million in 1939, increasing to $672 million in 1944. These companies 
which currently export about $800 million worth of goods expect in the first 
year following the completion of their investment projects to raise their exports 
to $1-2 billion (see Summary Table 9). If these expectations materialize, 
it will mean that the selected group of Canadian firms in the manufacturing 
and primary industries expects to export in the post-war period more than three 
and one-half times as much as they did in 1939 or about two and one-half times 


«) The figure on gross revenue of shipping is an estimate. All other figures, with some allowances for duplications as 
between primary and secondary production, are from Survey of Production in Canada, 1940-1945, Dominion Bureau of 
Statistics, Ottawa, 1947. Gross value of production by all primary and secondary industries (including commercial 
shipping) is put at $11-8 billion in 1945. Data shown are gross figures, that is, they relate to the sum total of the value 
output by all industries covered. The net value of production of these industries, that is, after eliminating the cost of 
materials, fuel purchased, electricity and process supplies consumed in the production process, would be considerably 
smaller. In 1945, for example, gross value of production by primary and secondary industries (excluding commercial 
shipping) amounted to $11-7 billion as against $6-1 billion for net value of output of the same group of industries. i 

(2) This includes firms in the manufacturing industry, logging and mining. The construction industry and commercial 
shipping are not listed as ‘‘exporting’’ industries in the narrow sense of the term. 
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as much in physical volume terms assuming a 50 per cent average price merease 
as between pre-war and post-war. Additional exports amounting to $881 million 
are planned by companies that have established new plants either during or 
since the war and other companies modernizing, expanding and converting their 
establishments for which no comparable pre-war and war figures are available 
(see Summary Table 10). Thus, all firms taken together making an investment 
expenditure of $1-4 billion hope to be able to export a total of $2-1 billion 
annually after they hit their stride (see Summary Table 11). These plans 
exceed accomplishments of the immediate past when exports of manufactured 
goods of all kinds and of mining and logging industries amounted to $1-8 billion 
in 1946. | ; 


Employment Levels. The 2,241 companies participating under special 
depreciation provisions which provided comparable data reported an increase 
in employment from 289,000 in 1939 to 499,000 in 1944 (see Summary Table 9). 
Currently these companies are employing some 474,000 persons but hope to 
expand their total labour force to some 560,000 persons in the year following 
the completion of their capital expenditure program. ‘Some of this increase 
in employment associated with new investment might be offset by any declines 
of employment in other sectors of the same companies which these firms may 
not find as profitable as some of their newer projects. Such shifts in the employ- 
ment plans of industry must be taken into account in appraising the expectations 
of the group of companies covered here which expect to provide in the next 
few years jobs for almost twice as many workers as they did in 1939 (see 
Summary Table 9). The other group of 1,971 companies covering those for 
which information is available only with regard to their post-war plans 
indicated that they expect to provide 420,000 jobs one year after the completion 
of their projects (see Summary Table 10). Thus the total investment expenditures 
of $1-4 billion would affect a group of companies with a total labour force of 
some 980,000 workers (see Summary Table 11), or about two-thirds of all 
employees in manufacturing, mining and logging, construction and shipping. | 
Average annual employees in these industries were estimated to number 1:5 
million in 1945 (see Table VIII, Appendix A). | 


Impressive as these expected accomplishments are they have to be offset 
against the closing down of those segments of Canadian industry formerly 
engaged in production for the war effort and not convertible to peacetime 
purposes, the labour force laid off in these establishments, the exports of 
military supplies that were discontinued, the considerable reduction of Govern- 
ment purchases which at their peak accounted for almost half the country’s 
output. The current net position taking account of the decline in economic 
activity since the discontinuation of production for military purposes and the 
Increase In economic activity due to the expanded production for civilian 
purposes 1s a comparatively strong one. The process of adjustment of the labour 
force is materially accomplished and the physical adaptation of the industrial 
structure from war to peace is practically complete. Current employment has 
reached the peak of 5 million and unemployment at 2 per cent of the labour 
force is the lowest in Canada’s recorded history. Preliminary estimates indicate 
that the gross national product in 1947 is likely to exceed $12-7 billion. The 
gross national product was $5-6 billion in 1939 and $11-8 billion at the war peak 
of 1944. The present high level of economic activity is accompanied by the 


largest investment program ever undertaken by Canadian business in the 
country. 1) j | 


(1) National Accounts, Income and Expenditure, 1938-1946, op. cit., pp. 4 and 5, and Forecast of 1947 Investment by 
Canadian Business, >. cit., pp. 5-7. 
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In interpreting figures on production and export intentions and employment 
prospects, it must be remembered that these figures indicate expectations of 
businessmen, which may or may not come true. Changes in the price-cost 
structure, a weakening of demand both at home and abroad, increased domestic 
and foreign competition, foreign exchange restrictions, changes in the national and 
international political atmosphere on which large-scale trading so greatly 
depends, are all factors which may either defeat or curtail plans of business to 
produce the capital and consumer goods needed in expanding the economy. But 
given a climate favourable to continued business activity both at home and 
abroad, Canadian industry is getting ready, by expanding its capacity and 
efficiency of operations, to contribute to an improvement of the Canadian stan- 
dard of living, with which the maintenance of a high level of employment and 
income is closely associated. 


Industrial Diversification. A large measure of industrial diversification 
is accompanying the process of conversion, modernization and expansion of 
Canadian factories. Over 200 new products formerly imported are now being 
produced in Canada. These include various types of heavy machinery and 
equipment such as special types of pulp mill machinery, road building equip- 
ment, self-propelled coal, sand and gravel conveyors, milling machines, oil-well 
equipment, heavy agricultural implement machinery, large diesel engines and 
inter-city buses; new types of textile products such as impregnated fabrics, 
jute and hemp yarns, cotton gabardine products and tocked coil ropes; wood 
and paper products, including new varieties of paper, new kinds of furniture, 
particularly made from plywood, insulation materials and prefabricated houses; 
chemicals and allied products such as streptomycin, copper sulphate, styron, 
sodium carbory methyl] cellulose, new types of synthetic lacquers, paints and 
enamels; and a host of other products such as light machinery and equipment, 
tools, electrical and cooking equipment, heating and plumbing fixtures, medical 
and scientific instruments, refrigerators, cordless electric irons, and new types 
of leather and leather goods. New processes are also being developed. For 
example, a western chemical company intends to extract starch and glucose 
from wheat, while an Ontario company plans to make medicine almost entirely 
from raw materials originating from. other Canadian firms. This industrial 
diversification has a dual meaning. First, a larger portion of capital goods 
required are now being manufactured from Canadian materials and with 
Canadian labour. Second, a large variety of new types of consumer goods, for the 
first time produced in Canada, is coming on to the market to satisfy the manifold 
needs of the general buying public. 


Industrial diversification, however, means more than the production of 
new goods for Canada. A large number of established companies have expanded 
the types of articles that they had been producing formerly in order to reduce 
the vulnerability of their enterprise to changes in demand and consumers taste 
for particular types of commodities. In other instances, companies have started 
to turn out new products designed to integrate their production process. In 
some cases this involves materials or supplies requifed for the production of the 
main commodities, in others it involves turning out new goods that use waste 
materials resulting from primary production processes. To give a few examples 
of companies that show a diversification of production within their units: a firm 
formerly producing only refrigeration equipment expanded to manufacture air- 
conditioning equipment, steam boilers and steel parts and equipment; a firm 
producing threshing machines and similar implements expanded to produce 
industrial boilers, rock crushers, rubber, plastic and ceramic moulds and turbine 


56 


ors and air compressors; a firm formerly producing washing machines 
tome: its nisdverie to include ironing machines, electrical appliances ae 
air circulators; a newsprint company in Ontario went into distilling industria 
alcohol required in its production process; a British Columbia pulp and paper 
company started producing new plastic products from waste pulp. These - 
just a few examples of the many instances in which firms are endeavouring | ‘ 
improve their business outlook for the future by strengthening their industria 
operations through increased diversification of production. 

Diversification of Canadian industry also achieved significance in the 
geographic sense. Large as well as small communities shared in the plant expan- 
sion program. Of the total of 1,174 new plants to be constructed, involving $383 
million capital expenditures, 676 costing $167 million were expected to be 
situated in the 24 largest metropolitan centres and other cities with population 
of over 30,000; 96 with an outlay of $70 million in medium-sized cities and towns 
with population between 10,000 and 30,000; and 402 reflecting an investment of 
146 million in smaller communities with population of less than 10,000 (see 
Summary Table 12). 


Summary Taste 12—GEOGRAPHICAL DISTRIBUTION OF NEW PLANTS 
WITH APPROVED SPECIAL DEPRECIATION, FOR PERIOD 
OF OPERATION, NOVEMBER 10, 1944—MARCH 31, 1949 
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* Excluding Northwest Territories. 


Increased Efficiency. Two out of: every three companies converting, 
modernizing or expanding their facilities expect to reduce unit costs of the goods 


produced in their new or improved plants (see Summary Table 13). The true 


significance of this development must be seen against the fact that the reporting 
companies expect to maintain employment in their plants at high levels in the 
near future. As a result, fewer man-hours per unit are likely to be used in the 
production of a number of commodities than was the case either before or during 


the war, while at the same time the volume of comiodities produced is likely to — 


be substantially greater. The effect of labour-saving devices, as this survey 


appears to point up, is to use the manpower thus saved for expanded production ‘ 


and shorter working hours. As long as the present period of strong consumer 
demand continues there is no indication that in manufacturing industry as a 
whole “surplus” labour would be laid off. - 


Improved Working Conditions. Increased efficiency is accompanied by _ 


improved working conditions. Seven out of every ten plants expect to provide 
improved facilities for their employees (see Summary Table 13). This accom- 


plishment holds promise not only to contribute to a further increase in efficiency 


but also to better management-labour relations. 
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Summary Taste 13.—NET APPROVALS OF APPLICATIONS FOR SPECIAL DEPRECIATION, 
BY ECONOMIC EFFECTS ANTICIPATED BY REPORTING COMPANIES, FOR 
PERIOD OF OPERATION, NOVEMBER, 10, 1944—-MARCH 31, 1949 
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t. The coverage is 59 per cent and 55 per cent respectively of total number of plants or establishments applying for 
special depreciation. 


Conclusion 


In conclusion, it appears that the hopes set on industrial expansion 
in the immediate post-war period as an offset to production for war pur- 
poses are being materially fulfilled. In effect, industrial expansion serving 
peacetime needs has offset the decline in economic activity resulting from the 
substantial curtailment of war expenditures. 


Canadian industry has come out of the war stronger than ever, better 
equipped than before, with its efficiency increased, its management more exper- 
ienced, its labour force expanded and equipped with many new skills, working 
conditions improved, and an optimistic outlook for the future. This better 
preparedness for the uncertainties of Canada’s economic future is reflected in the 
expansionist production programs both for domestic and foreign markets. 


The resulting drive for increased exports of manufactured goods may in 
turn influence to an increasing extent the pattern of Canadian commodity trade 
in the years ahead. The current development under way is in fact a continua- 
tion of a pre-war trend. Fully and partially manufactured goods made up 56 
per cent of total exports in 1920. When the war broke out in 1939, this propor- 
tion had risen to 70 per cent, although the rise was uneven with some declines in 
a, few years where large demand abroad for Canadian raw materials, particularly 
wheat, affected the ratio of raw materials to fully or partially manufactured goods 
shipped abroad. The advent of World War II speeded up the process with a 
large volume of war equipment and stores boosting the proportion to a peak 
of 87 per cent in 1942. As peace approached and the shipment abroad of military 
supplies was discontinued, the proportion of fully and partially manufactured 
commodities was expected to decline. This is what in fact happened for the 
ratio was 74 per cent in 1946, the first full post-war year, and it is currently at 
about 78 per cent (see Table XIV, Appendix A and Figure 7). Nevertheless, 
fully and partially manufactured goods are making up, in the post-war period, 
a higher proportion of total exports than they did before the war. This 
development which indicates some of the consequences of Canada’s industrial 
erowth reflects the gradual but continuously changing role of Canada’s position 
in international trade (1). 

@) Increased Canadian exports of manufactured goods will meet, of course, with competition from the manufactured F 

goods of those countries which like Canada have become much more industrialized during the war. As against this, it 
may be noted that important wartime developments in technology will strengthen Canadian industry, to some extent, 
in competition with that of other countries, or remove differentials that may have existed before the war. Furthermore, 
during the war, skilled workers were channelled into war manufacturing while other large numbers of workers developed 


a capacity for skilled work as indicated by wartime shifts between occupations. Hence this skilled labour force can be 
expected to contribute to quality production of Canadian manufactures at competitive price levels. 
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A possible change in the relative importance of Canadian import trade also 
can be expected as a result of Canada’s increase in industrial capacity. Imports 
have consisted largely of manufactured goods, but now, with Canadian factories 
in a position to produce many of the things previously imported, the question 
arises as to whether raw materials and semi-processed commodities may become 
more important relatively as items in the volume and value of import trade. 
The trend in this direction is, so far, not very conclusive. Between 1920 and 
1939, fully and partially manufactured goods varied between 70 and 77 per 
cent of total imports. When World War II broke out, the ratio was 73 per cent 
in 1939. It rose to close to 80 per cent in 1942, declining gradually until it 
reached 73 per cent in 1946, about the same position as in 1939 (see Table XIV, 
Appendix A and Figure 7). Currently the proportion is about 77 per cent. 
This trend reflects the complexity of the requirements of a dynamic economy. 
On the one hand, increased industrialization in Canada means larger demands for 
raw materials, some of which are produced domestically while others are 
obtained from abroad. But at the same time, as this process becomes associated 
with a high level of employment and income, the resulting prosperity creates new 
demands for goods, many of which are luxury articles and are imported. This, 
as recent developments have shown, is the position which Canada is facing now. 
As a result of the high demand for a variety of both capital and consumer goods 
in the transition period, Canada has expanded her imports considerably, par- 
ticularly from the United States. Many of the commodities imported were high- 
priced consumer goods which Canadians with their improved earnings could afford 
to buy: 

As a result, Canadian imports from the United States rose even more rapidly 
than Canadian exports to US. dollar areas, (see Table XV, Appendix A). Since 
a large portion of Canadian exports were financed through credits given by 
Canada to the United Kingdom and allied European countries, while imports 
from the United States were paid for in cash, this country was faced with serious 
balance of payments difficulties towards the end of 1947, (see Table XVI, 
Appendix A). On November 17, 1947, restrictive measures were announced 
which were designed to reduce imports of a variety of consumer and capital 
goods to protect Canada’s dwindling US. dollar reserves. (1) 


At the same time the terms of the General Agreements on Tariff and Trade 
concluded in Geneva were announced in Canada. These agreements between 
23 nations represented an important and far-reaching attempt to lower trade 
barriers and remove trade restrictions, covering some 45,000 tariff items. The 
accomplishment was described by the Canadian Prime Minister as, “the widest 
measure of agreement for the freeing of world trade that the nations have 
ever achieved.”’(2) 


The complementary character of both these measures was emphasized 
by the Minister of Reconstruction and Supply: “It is a fortunate coincidence 
that at the same time we are faced with a critical balance of payments situation, 
agreement should have been reached across such a broad front with the other 
chief trading nations of the world on practical ways and means of expanding 
trade. It is to constructive and expansive development in Canada stimulated 
-by these agreements that we look for a permanent and satisfactory solution of 


(1) Statement. by Hon. Douglas Abbott, Minister of Finance, over the C.B.C. network, November 17, 
1947, and Order in Council P.C. 4670, November 12, 1947. 


(2) Statement by the Rt. Hon. W. L. Mackenzie King over the C.B.C. network, November 17, 1947. 
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our chronic dollar shortage, a solution which will not be at the expense of 
Canadian living standards and incomes but which will, in the long run, fortify 
and develop both.) 


With the completion of the physical task of reconverting Canadian industry 
from a wartime to a peacetime basis, Canada enters with 1948 a new phase of 
economic development: a trade adjustment period. She is faced with a national 
objective of producing more goods than ever. These goods are needed: (1) to 
fill urgent domestic needs; (2) to continue aiding other countries in their 
economic recovery, and (3) to build up Canadian exports to U.S. dollar areas 
to overcome the current balance of payments problems. In the recovery of 
war-devastated countries and the growth of international trade, Canada has 
&@ more important stake than almost any other country. 


For the Canada of today, every reduction in world trade barriers means 
new opportunities, not only for a few specialized natural resources as in the 
past, but also an expansion of markets for the greatly extended, better diversified 
and more efficiently operating manufacturing industry. To this development, 
Canadian manufacturing industry, grown in stature, can contribute on an 
impressive scale and thus make an important contribution to the stabilization 
and protection of present high levels of living, employment and income in this 
country. 


Looking back over the three years that have elapsed since special depre- 
ciation provisions were inaugurated, the conditions which led to the intro- 
duction of this fiscal aid have changed considerably. When the war was drawing 
to a close there was at first a period of uncertainty that made it desirable to _ 
encourage large scale industrial investment in the transition period to assure a 
continuing high level of employment and income. It was hoped that special 
depreciation, which was one of a number of fiscal incentives offered by the 
Government, would contribute to this purpose. The assertion that entrepeneurs 
considered special depreciation privileges for new industrial investment advan- 
tageous is borne out by the fact that not less than $1:4 billion were approved on 
applications by businessmen. This was almost three times as much as was 
approved under similar schemes during World War II. 


As the reconversion period progressed and the demand for investment goods 
exceeded the supply, the incentive aspect of special depreciation became less 
important. But in this second phase, when direct controls were lifted or relaxed, 
it was possible to use special depreciation as a measure of persuasion to induce 
entrepreneurs to postpone some of their investment projects to a later date, when 
it was hoped that the process of the re-alignment of the labour force would be 
completed and materials would be more plentiful. 


Because Canada has never experienced a similar situation without special 
depreciation provisions, it is not possible to estimate the amount of investment 
induced by special depreciation. But—and this is one of the useful by-products 
of special depreciation procedure—firms applying for certification of their 
capital expenditures for special depreciation had to provide detailed information 
on the economic significance of their investment programs of a type which has 
been obtained for the first time in Canada on a comprehensive scale. This 


(1) Statement by the Rt. Hon. C. D. Howe, Minister of Reconstruction and Supply, House of Com- 
mons Debates, December 10, 1947, p. 136. 
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information, which covers about two-fifths of all business investment and some 
four-fifths of manufacturing investment undertaken in the transition period, 
presents a useful complement to existing information in interpreting the economic 
outlook for the next few years ahead. 
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TABLE XVI.—OFFICIAL HOLDINGS OF GOLD AND U.S. DOLLARS, CANADA, 1939-1947 (1) 
(In Millions of U.S. Dollars) 


Foreign 
Bad of Month Tenange | Dominion, | privatec) | Total 
Board (2) 3 
LOSPSoptemnber(’), ooo. c wits Foss ced pices 238-7 22-4 132 393-1 
Ro DB nc a Gs Sa ee 272-8 33°4 98 404-2 
pe 01 02 de 309-3 20-8 2 332-1 
Be OC ORIG ir elie e aieicta ne sete tg we les os 164-1 23°5 — 187-6 
1942—December........ Ae Aaya Ge aa 242-9 75°6 — 318-5 
Deco er ease shee e ak haeeasa es. 573-2 76-4 _ 649-6 
1944—December............ 6.0.0 s scene eens 800-1 102-1 — 902-2 
1945—Desember “30 2) oR OG Nee iy ay aie ee aa 1, 275-9 232-1 ~~ 1, 508-0 
Dr OUT ye nes ee fae eis oi ee eels sw ago 1, 307-5 110-7 — 1,418-2 
EOE eee oe oe do esa d use eee 1,353-4 124-8 — 1,478-2 
OS A a to A a Bare 1,498-5 140-2 “= 1, 638-7 
Lo oh ge ee 6. BRET BB eS Oe 1, 522-5 122-2 _ 1, 644-7 
Be ee ec hus seb awttink eoeees . 1, 505-5 161-3 a 1, 666-8 
TR es ea Aes slays He pa Be AAs preeeee 1, 488-7 135-5 _ 1, 624-2 
Ok Gaeta 1,507-7 95-4 = 1, 603-1 
ced | uN sla RG eb aie oie 0 2 1,501-7 61-4 a 1, 563-1 
Coe EA AEA A ee 1, 486-6 30-8 _ 1,517-4 
ER ee 1,431-9 22-3 - 1, 454-2 
PERSE ein Li wee caidas bd ine nee 8 6 1,324-9 25-2 —_ 1,350°1 
UCR ee (1, 222-3 22-6 — 1, 244-9 
Re apa s sp awa pat or erase ceeds 1,121-4 21-7 a 1,148-1 
Ne tek cw eck cnae ease. 935-5 22-2 — 957-7 
Sok Se Sa ee 788-3 23-0 - 811-3 
Oy ae Ste 674-5 25-8 — 700°3 
OR iio, op avaw cage nese ne ee 678-6 31-8 — 710-4 
PAS. teh ta eaih mee Ee «8 mH 652-6 13-3 — 665-9 
I es oot. ghiceinn Gh aie ele oF nF > 637-6 13-6 — 651°3 
OA on aries aiy  Peig on «4 8's wee 655-0 13-1 — 668-0 
PONG CE. ie iiucne ds many radia re nese 602-4 13-1 — 615-4 
WRB oe ve ie cs ek k edn nyhne d= 517-6 9-0 — 526-5 
Oe sores. -s- 467-1 | 13-1 a 480-2 
2 ee Seer ae See tee eet arte eee ee 


() Annual Report of the Foreign Exchange Control Board to the Minister of Finance for the year 1946, and Sessional 
Paper No. 146 dated December 8, 1947. 

(2) Including the Bank of Canada. 

(3) Exclusive of working balances. 7 

(4) Due to rounding, totals will not always be exactly the sum of the components. 

(5) As of September 15, 1939. 
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Tax Act, R.S.C. 1927, c. 97, section 6 as amended to 10 Geo. VI (1946), 
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Special Depreciation for Industrial Investment under the Income War Tax 
Act, Period of Approval and Completion, Order in Council P.C. 8640, 
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. Special Depreciation for Industrial Investment under the Income War 


Tax Act and Order in Council P.C. 8640, November 10, 1944, Regulations 
of the Department of National Revenue, January, 1945. 


. Special Depreciation for Rental Housing Projects under the Income 


_ War Tax Act, Order in Council P.C. 1095, March 25, 1947. 
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I. AUTHORITY FOR SPECIAL DEPRECIATION FOR INDUSTRIAL 
INVESTMENT, INCOME WAR TAX ACT (RS.C. 1927, c. 97), 
SECTION 6 AS AMENDED TO 10 GEO. VI, 1946, 

CHAP. 55, SECTION 5 (i) 


“(ii) depreciation at not more than double the rates normally allowed in 
respect of plant or equipment of such class or classes as may be deter- 
mined by the Governor in Council, built or acquired in a period to be 
fixed by the Governor in Council for the purposes of this paragraph, 
if the taxpayer is, in the opinion of the Minister, making a new invest- 
ment by building or acquiring the plant or equipment.” 
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It. SPECIAL DEPRECIATION FOR INDUSTRIAL INVESTMENT 
UNDER THE INCOME WAR TAX ACT, PERIOD OF 
APPROVAL AND COMPLETION. 


ORDER IN COUNCIL P.C. 8640 
AT THE GOVERNMENT HOUSE AT OWTAWA 


‘Friday, the 10th day of November, 1944. 


PRESENT: 
HIs EXCELLENCY THE GOVERNOR GENERAL IN CouNcH, 


Whereas under the Income War Tax Act, the Minister of National Revenue 
in his discretion may allow depreciation at not more than double the rates 
normally allowed in respect of plant or equipment built or acquired in a period 
to be fixed by the Governor in Council if the taxpayer is, in the opinion of the 
Minister, making a new investment by building or acquiring the plant or equip- 
ment; 

And whereas it is deemed expedient and advisable to fix the period for the 
purposes of subparagraph (ii) of paragraph (n) of subsection one of section 
six of the Income War Tax Act to commence on November tenth, 1944, in order 
to enable such industries as can, because their activities are essential, secure 
necessary materials and labour at the present time to proceed immediately with 
such expansion as has both a war and post-war purpose and thus to qualify for 
depreciation allowances under the aforesaid subparagraph (ii) without awaiting 
the cessation of hostilities in Europe; ee 

And whereas it is also deemed expedient and advisable for industries other 
than those mentioned in the next preceding paragraph that are planning post-war 
expansion, conversion or modernization to prepare their plans without delay so 
as to be ready to commence work on their plant and equipment as soon as 
materials and labour are available, and it is desirable that they should be 
enabled to commence such work as soon as is compatible with the efficient prose- 
cution of the war and the effecting of an orderly transition from a wartime to a 
peacetime economy; 


And whereas by reason of the war, it is therefore deemed necessary for the 
security, defence, peace, order and welfare of Canada that the order hereinafter 
set forth be made; 

Therefore, His Excellency the Governor General in Council, on the recom- 
mendation of the Minister of Finance, the Minister of Munitions and Supply 
and the Minister of Reconstruction and the Minister of National Revenue and 
under and by virtue of subparagraph (ii) of paragraph (n) of subsection one of 
section six of the Income War Tax Act and the War Measures Act, is pleased 
to make and doth hereby make the following order: - . be 


. 


ORDER 


1. (1) The period commencing on November tenth, nineteen hundred and 
forty-four and ending on the last day of the year nineteen hundred and forty-six 
or on the day two years from the day on which organized hostilities between 
Canada and Germany cease wholly or substantially, whichever is the earlier, is 
hereby fixed as the period mentioned in subparagraph (ii) of paragraph (n) of 
subsection one of section six of the Income War Tax Act. 
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(2) Organized hostilities between Canada and Germany shall be deemed 
for the purposes of this order to have ceased wholly or substantially on such day 
as the Governor in Council may fix for the purposes of this order as the end of 
the said hostilities. 


2. (1) In computing the amount of the profits or gains to be assessed under 
the Income War Tax Act or The Excess Profits Tax Act, 1940, depreciation may 
be deducted at the option of the taxpayer in an amount computed at not more 
than double and not less than one-half the rates normally allowed if the 
amount is allowed by the Minister pursuant to subparagraph (ii) of paragraph 
(n) of subsection one of section six of the Income War Tax Act. 


(2) No depreciation shall be allowed under the said subparagraph (ii), not- 
withstanding anything contained therein, after the aggregate of the allowances 
made thereunder equals eighty per centum of the cost of the plant or equipment. 


(3) No depreciation shall be allowed pursuant to the said subparagraph (ii) 
in respect of any plant or equipment unless the Minister of Reconstruction has 
certified that, having regard to war or reconstruction needs, it is desirable in his 
opinion that depreciation be allowed in respect thereof under the said sub- 
_ paragraph. 

3. In this order and in subparagraph (ii) of paragraph (n) of subsection one 
of section six of the Income War Tax Act “plant and equipment” means such 
property as the Minister of National Revenue may, by regulation, prescribe but, 
notwithstanding any such regulation, does not include 


(a) plant or equipment outside Canada, 

(b) patents, goodwill, intangible rights or incorporeal hereditaments, 
(c) leasehold interests in land, buildings, machinery or equipment, 
(d) office equipment or furnishings, 
(e) buildings used as. dwellings including apartment houses and equipment, 
furniture and furnishings therein or used in connection therewith, 
(f) buildings used for commercial or financial purposes including stores, 
hotels, tourist accommodation and office buildings, 
(q) automobiles, trucks and buses, 
(h) rolling stock of a railway, 
({) a building that has been used by a person other than the taxpayer 
or a building that was built and in existence prior to November tenth, 
nineteen hundred and forty-four unless Sie 
(A) the Minister of National Revenue is satisfied that the building has, 
since acquisition by the taxpayer, been used by him for a business 
substantially different froém that carried on therein prior to acquisi- 
tion ‘by him, or 

(B) the building was purchased by the taxpayer from War Assets 
Corporation, eg 

(j) property built or acquired by a company entitled to exemption in the 
taxation year under section eighty-nine of the Income War Tax Act or 
paragraph (g) of section seven of The Excess Profits Tax Act, 1940, 

(k) property in respect of which special depreciation has been allowed under 
subparagraph (ii) of paragraph (n) of subsection one of section six 
of the Income War Tax Act or in respect of which provision has been 
made for special depreciation or allowances in lieu of depreciation 
under special authority. 


4. Where plant or equipment is partly built in the period fixed by section 
one of this order, such part thereof as is built during the period shall be 
deemed to be plant or equipment built during the period for the purposes of 
subparagraph (ii) of paragraph (n) of subsection one of section six of the 
Income War Tax Act. 


and conclusive. 
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Ill. SPECIAL DEPRECIATION FOR INDUSTRIAL INVESTMENT 
UNDER THE INCOME WAR TAX ACT, FIRST EXTENSION | 
OF PERIOD OF APPROVAL AND COMPLETION. 


ORDER IN COUNCIL P.C. 1449 
‘At THe GovERNMENT House at Orrawa 


Tuesday, the 16th day of April, 1946. 
PRESENT: 
His ExcenLency THE Governor GENERAL IN CouNcIL 


Whereas under the Income War Tax Act, the Minister of National Revenue 
in his discretion may allow depreciation at not more than double the rates 
normally allowed in respect of plant or equipment built or acquired in a period 
to be fixed by the Governor in Council if the taxpayer is, in the opinion of the 
Minister, making a new investment by building or acquiring the plant or 
equipment; 

And whereas the said period was fixed by Order in Council P.C. 8640 of 
November 10, 1944, as being that commencing on November tenth, Nineteen 
Hundred and Forty-Four, and ending on the last day of the year, Nineteen 
Hundred and Forty-Six or on the day two years from the day on which organized 
hostilities between Canada and Germany ceased wholly or substantially, which- 
ever is the earlier; 

And whereas having regard to the existing policy of giving priority to 
housing and in view of the short supply of various types of equipment and 
building materials, it is desirable that the period during which such plant or 
equipment is to be built or acquired, should be extended to the Thirty-first day © 
of March, Nineteen Hundred and Forty-Eight; 

And whereas it is desirable that industries planning postwar expansion, 
conversion or modernization, although such projects will not be proceeded with 
immediately, should prepare their plans with despatch, and to accomplish such 
purpose it is advisable to provide that applications for certification by the 
Minister of Reconstruction and Supply as provided for by Section 3 of the said 
Order in Council must be filed with the Department of Reconstruction and 
Supply on or before the Thirty-first day of March, Nineteen Hundred and Forty- 
Seven; 

Therefore His Excellency the Governor General in Council, on the recom- 
mendation of the Minister of Finance, the Minister of Reconstruction and Supply 
and the Minister of National Revenue, and under and by virtue of subparagraph 
(11) of paragraph (n) of subsection one of section six of the Income War Tax Act 
and The National Emergency Transitional Powers Act, 1945, is pleased to amend 
the said Order in Council P.C. 8640 and it is hereby further amended as follows: 
1. Section 1 is revoked and the following substituted therefor: 

1. The period commencing on November Tenth, Nineteen Hundred and 
Forty-Four and ending on March Thirty-First, Nineteen Hundred and Forty- 
Hight, is hereby fixed as the period mentioned in subparagraph (ii) of paragraph 
(n) of subsection one of section six of the Income War Tax Act. 

2. Section 2 is amended by adding thereto the following subsection: 

(4) The application for the certification by the Minister of Reconstruction 
and Supply as provided for by subsection (3) of this section 2 must be ee 
with the Department of Reconstruction and Supply on or before the thirty-first 
day of March, Nineteen Hundred and Forty-Seven. 


A. D. P. HEENEY, 
Clerk of the Privy Couneul. 
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IV. SPECIAL DEPRECIATION FOR INDUSTRIAL INVESTMENT 
UNDER THE INCOME WAR TAX ACT, SECOND EXTENSION 
OF PERIOD OF COMPLETION. 


ORDER IN COUNCIL P.C. 2804 


Av Tue GoveRNMENT House aT OTTAWA 
Friday, the 18th day of July, 1947. 
PRESENT: 
His ExcenLtency Tue GoveRNoR GENERAL IN CoUNCIL 


Whereas by Order in Council P.C. 8640 of November 10, 1944, as amended 
by Order in Council P.C. 1449 of April 16, 1946, the period to be fixed by the 
Governor in Council for the purposes of subparagraph (ii) of paragraph (n) of 
subsection one of section six of the Income War Tax Act was fixed as being 
that commencing November Tenth, Nineteen Hundred and Forty-Four, and 
ending March Thirty-First, Nineteen Hundred and Forty-Eight; 

And whereas having regard to the existing policy of giving priority to housing 
and in view of the continued short supply of various types of equipment and 
building materials it is desirable that the period during which the plant or 
equipment referred to in the said provision of the Income War Tax Act is to be 
built or acquired should be extended; 


Therefore, His Excellency the Governor General in Council, on the recom- 
mendation of the Minister of Finance, the Minister of Reconstruction and Supply 
and the Minister of National Revenue, is pleased to amend the said Order in 
Council P.C. 8640, and it is hereby further amended by revoking Section 1 and 
substituting the following therefor: : | 

1. The period commencing on November Tenth, Nineteen Hundred and 

Forty-Four and ending on March Thirty-First, Nineteen Hundred and 
Forty-Nine, is hereby fixed as the period mentioned in subparagraph 
(ii) of paragraph (n) of subsection one of section six of the Income 
War Tax Act. 


A. D. P. HEENEY, 
Clerk of the Privy Council. 
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V. SPECIAL DEPRECIATION FOR INDUSTRIAL INVESTMENT UNDER 
THE INCOME WAR TAX ACT AND ORDER IN COUNCIL P.C. 8640, 
NOVEMBER 10, 1944, REGULATIONS OF THE DEPARTMENT 
OF NATIONAL REVENUE, JANUARY, 1945 


Regulations 
January, 1945 
DoMINION OF CANADA 


DEPARTMENT OF NATIONAL REVENUE—TAXATION DIVISION 
REGULATIONS 


Made Pursuant to the Provisions of the Income War Tax Act and 
Order in Council P.C. 8640 of 10th November, 1944 


1. There shall be filed by each applicant an original and four copies of, 
Department of Reconstruction Form D.O.R. 17 as notice of intention to incur 
capital costs in the building or acquisition of plant or equipment within the 
period laid down by Order in Council P.C. 8640 of 10th November, 1944. 

, 2. The said forms shall be filed with the Minister of Reconstruction at 
Ottawa, Canada. 

3. Allowance, other than normal depreciation, shall not be granted, notwith- 
standing the Certificate that may be issued by the Minister of Reconstruction, 
unless, following the completion of the project, Form C.E.D. (Capital Expendi- 
ture Depreciation) is filed in duplicate with the Inspector of Income Tax for the 
District in which the taxpayer customarily files Income Tax returns. 

4. Form C.E.D. shall be filed in duplicate within six months of the comple- 
tion of the project, or before the due date for the filing of Income Tax Returns in 
respect of the year in which the project was completed, whichever is last in time. 
If not so filed, normal depreciation only will be allowed. 

5. Forms D.O.R. 17 and C.E.D. and the instructions and requirements 
therein provided and prescribed are hereby made part of these regulations. 

6. As the work progresses and it is found that the actual costs will appar- 
ently exceed the costs as estimated in Form D.O.R. 17 by more than 

10% of the estimated cost if such cost was $100,000 or less, 


or 
15% of the estimated cost if such cost was more than $100,000 but less 
than $500,000, 


or 
20% of the estimated cost if over $500,000, 


a new Form D.O.R. 17 must be lodged with the Minister of Reconstruction and 
a further Certificate secured; otherwise, normal depreciation only will be 
allowed in respect of the excess cost above the percentage stated. 

7. The date upon which Form C.E.D. is filed shall be taken conclusively 
to be the date of the postmark if the return is mailed, or the date of the receipt 
stamp of the office of the Taxation Division to which the return is delivered. 

8. Only plant or equipment 

(a) built, or 

(6) acquired and installed in place 
as an integral part of the project in the period fixed by the said Order in Council 
shall be eligible for consideration. 

9. Plant or equipment (a) built, or (b) acquired, prior to the 10th Novem- 


ber, 1944, will not rank for consideration under the said Order in Council or 
under the said Section 6 (1) (n) (ii). ) 
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10. The cost incurred during the said period of installing in place material 
and equipment acquired prior to the said period will be allowed as a cost of 
the depreciable assets for purposes of the said Section 6 (1) (n) (ii) but not the 
cost of the material and equipment acquired prior to the period. 

11. The filing of one application in respect of one project does not preclude 
any person from filing further applications in respect of other projects. 

12. Depreciation will commence for Income Tax purposes as and from the 
date the plant and equipment are put into actual operation in the earning of the 
income. Depreciation will not be allowed during the course of construction or 
during the period before actual operation. 

13. Depreciation pursuant to the said Section 6 (1) (n) (ii) shall be allowed 
in respect of plant or equipment built or acquired only so far as expenditures in 
respect thereof have been incurred between the date named in the Certificate 
of the Minister of Reconstruction ‘and the end of the period described in 
Paragraph 1 of the said Order in Council. 

14. All costs in respect of plant or equipment for which application is made 
for depreciation under Section 6 (1) (m) (ii) must be recorded in appropriate 
books as capital costs in such manner and under such classification as may be 
readily identifiable from year to year and the amount of depreciation allowed 
in respect of each class of assets must likewise be readily identifiable; otherwise, 
normal depreciation only will be allowed. 

15. All costs must be provable by the taxpayer producing as and when 
required, vouchers, receipts, or other evidence of the validity of all such costs 
claimed. 

16. In respect of projects commenced before but continuing during the 
‘period, or commenced during the period and continuing after the period, progress 
reports of a qualified architect or engineer must be produced to assist in deter- 
mining the costs incurred during the prescribed period. : 

17. Where assets are acquired by payment in kind from companies or part- 
nerships in which the purchaser has an interest equivalent to one-quarter or 
more, the value for depreciation purposes will be the depreciated cost to the 
vendor as determined for Income Tax purposes. 

If the purchaser has no interest in the vendor company or partnership and 
the payment is in kind, for example preferred or common stock, the value for 
depreciation purposes will be the depreciated cost to the vendor as determined 
for Income Tax purposes, unless it can be shown that the preferred or common 
stock or other like instruments, given in payment of the depreciated asset 
acquired, has an established and readily available market value which clearly 
indicates that an amount greater than such depreciated value of the asset should 
be accepted for depreciation purposes. 

Assets acquired by the issuance of bonds in the absence of unusual circum- 
stances, generally will be accepted as establishing the cost of the depreciable 
assets acquired from strangers. 

Where bonds are issued in payment for assets to companies or partnerships 
in which the purchaser has an interest equivalent to one-quarter or more, the 
value of the assets acquired, if in excess of the depreciated cost value as deter- 
mined for Income Tax purposes, may come under adjustment and any down- 
ward adjustment of the bonded liability for assets so acquired within a reasonable 
period after the purchase would also occasion a downward adjustment of the cost 
of the assets acquired, or an adjustment of the depreciation allowed. 


C. FRASER ELLIOTT, 
Deputy Minister of National Revenue for Taxation. 


COLIN GIBSON, 
Minister of National Revenue. 
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VI. SPECIAL DEPRECIATION FOR RENTAL HOUSING 
PROJECTS UNDER THE INCOME WAR TAX ACT 


ORDER IN COUNCIL P.C. 1095 
- Avr Tur GOVERNMENT House at OTTAWA 
Tuesday, the 25th day of March, 1947. 


Present: 


His ExcetLENcy THE GOVERNOR GENERAL IN CoUNCIL 


His Excellency the Governor General in Council, on the recommendation 
of the Acting Minister of Finance, the Minister of Reconstruction and Supply, 
and the Minister of National Revenue, and pursuant to the provisions of sub- 
paragraph (ii) of paragraph (7) of subsection (1) of section 6 of the Income 
War Tax Act, is pleased to make and doth hereby make the following Order: 


ORDER 


1. In this Order, unless the context otherwise requires,— 

(a) “Act” means Income War Tax Act; 

(b) “Minister” means the Minister of National Revenue; | 

(c) “Corporation” means Central Mortgage and Housing Corporation; 
(d) “Rental housing project” means a project having four or more family 


(e) 


(f) 


(9g) 


housing units built for rental purposes consisting of one-family dwell- 
ings, or multiple-family dwellings, or a combination of one-family and 
multiple-family dwellings, together with any public space, recreational 
facilities and commercial space and buildings appropriate to the project; 
“Equipment” means all permanent fixtures, fittings, machinery, furnaces, 
boilers, refrigeration equipment, gas and electric stoves, water heaters, 
ice boxes, electric light fixtures, window blinds and fixtures, storm and 
sereen doors and windows, plumbing and heating equipment, oil tanks 
and oil burning equipment, piping, elevators and elevator equipment, 
and generally all apparatus and things incorporated in or forming part 
of the buildings and structures comprising the rental housing project; 
“Standard room” means a living room, a bedroom, a dining room or a 
kitchen. A room used for two or more purposes will be considered one 
standard room; 

“Rates of depreciation normally allowed” means the rates of depreci- 
ation allowed by the Minister under the provisions of paragraph (n) 
of subsection (1) of section 6 of the Income War Tax Act other than 
special or double depreciation on property of a similar class, as for 
example: 


Maximum 
rates 
per annum 
Per cent 
Buildings (including all component parts, such as electric 
wiring, plumbing, sprinkler system, etc., contained in 
such buildings except elevators and boilers) 
Reinforced concrete and transite... 1... 65 eee eee 2 
Brick, brick veneer and stone .........-+++seeeeeee : 24 
Stucco On Prick’ OF CeMeNt Go. oe... tae BROT © wn, 24 
Ch oe 2 ami TR a ae ee Lich 5 
WEaI0G-«rp salh See ees alk Wak Sancti ital oe 5 
Galvanized iron ........-@3@7 -sadiroustd sels wile ie 5 
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Maximum 
rates 
per annum 
Per cent 
Equipment 
Furnace—same rate as building © 
Boilers! U2, gy Lawes Loe Tees i meee rn 6 
Refrigeration equipment uy hy. ace, Dee eee 10 
Gas and electric stoves ........ aS cee Can 10 
Waterwheaters!s Scie COR oo a eee 10 
Teenbomes. .s:.woeuuitt 36 eee eats Oe ee ee 10 
Electric light fixtures—same rate as building 
Window. blinds end. fixtures :: woos. i) cx led eae. 10 
Storm and screen doors and windows—same rate as 
building | 
Plumbing and heating equipment—same rate as 
building 
Oil tanks and oil burning equipment ............... 10 
Piping—same rate as building 
Elevators and elevator equipment ..........:.....%. 5 


2. This Order shall apply to rental housing projects and equipment 

installed therein where the following conditions are fulfilled: 

(a) Construction of the rental housing project is commenced prior to 
January 1, 1949; 

(6) The family housing units of the project, 

(i) have an average of not less than 3-75 standard rooms and 
bathroom; 

(ii) have an average of 1-75 bedrooms; 

(111) have an approximate average area of seven hundred and fifty 
square feet. (For calculating the area per unit in a multiple 
project, the number of units is to be divided into the total floor 
area (excluding basement used for other than living quarters) 
measured from the outside face of exterior walls.) 

(c) The rental to be charged for the housing units is not to exceed $70 per 
month, based on a standard four-room unit, with bathroom, having two 
rooms suitable as bedrooms; the rental for units varying from this base 
shall be adjusted accordingly. . 

(d) The owner gives a preference to veterans in the occupancy of completed 
units; 

(e) Where the project is financed in whole or in part by a loan secured by 
a& mortgage and the owner, in addition to the instalments provided for 
in the mortgage, makes a prepayment to the mortgagee amounting to 
one-third of the extra depreciation allowed pursuant to these Regula- 
tions; in the event that the mortgagee refuses to accept such prepayment, 
tender thereof to the mortgagee shall be sufficient to meet the require- 
ments of this subparagraph. 


3. The periods during which rental housing projects and equipment installed 
therein must be built and acquired for the purposes of subparagraph (ii) of 
paragraph (n) of subsection (1) of section 6 and this Order are:— 

(a) The building of the project and the installation of the equipment must 
have been accomplished during the period 31st March, 1947, to 31st 
December, 1949, and 

(6) The project built during the period set out in the preceding paragraph 
must have been acquired by the owner during the period 31st March, 
1947, and the 3lst December, 1959. 
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4. Where a project is partially completed in the period fixed by section 3 
paragraph (a) of this Order, such part thereof as is completed during the said 
period shall be deemed to be the rental housing project subject to this Order 
for the purposes of subparagraph (ii) of paragraph (n) of subsection (1) of 
section 6 of the Income War Tax Act. 


5. In computing the amount of the profits or gains to be assessed under 
the Income War Tax Act or the Excess Profits Tax Act, 1940, depreciation may 
be deducted at the option of the taxpayer in an amount computed at not more 
than double and not less than one-half the rates normally allowed if the amount 
is allowed by the Minister pursuant to subparagraph (ii) of paragraph (n) of 
subsection (1) of section 6 of the Income War Tax Act and this Order. ‘ 


6. No depreciation shall be allowed with respect to the rental housing project 
or any class of equipment installed therein as provided in the preceding section, 
notwithstanding anything contained therein— 

(a) until the project is completed and is producing revenue; 

(6) unless the documentary evidence of the costs thereof as required by 
section 9 of this Order is filed with the Minister on or before the due 
date for the filing of income tax returns of the year in respect of which 
the project was completed; 

(c) after the total depreciation allowed to the owner and any preceding 
owner equals the original cost of the project or equipment; 

(d) after ten years from the completion of the project or after the 31st 
December, 1959, whichever is the earlier in time. 


7. No depreciation shall be allowed pursuant to section 5 of this Order 
in respect of any rental housing project or equipment installed therein unless the 
Corporation has certified that, having regard to the need of rental housing 
accommodation in Canada, it is desirable in its opinion that depreciation be 
allowed in respect thereof, as provided by the said section 5. 

8. The Corporation may at any time, when in its opinion the applicant 
for depreciation under this Order has ceased to fulfil the conditions contained 
in section 2 hereof, withdraw the certificate provided in section 7 of this Order 
and the Minister will not allow depreciation at double the rates normally allowed 
for the purpose of assessing income tax and excess profits tax with respect to 
the said applicant on all assessments made subsequent to the withdrawal of the 
certificate. 


9. The rates of depreciation provided for under this Order shall be applied 
to the actual costs of constructing the rental housing project and the costs 
of purchasing and installing the equipment therein during the period 31st March, 
1947, to 3lst December, 1949, as shown to the satisfaction of the Minister 
through the production of statements supported by vouchers, receipts and such 
other evidence as may be required by the Minister. 


10. Notwithstanding this Order or any provision in the Income War Tax 
Act, the decision of the Minister as to whether depreciation 1s allowable under 
subparagraph (ii) of paragraph (n) of subsection (1) of section 6 of the Income 
War Tax Act and as to the amount thereof, if any, is final and conclusive. 


A. D. P. HEENEY, 
Clerk of the Privy Council. 
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VII. SPECIAL DEPRECIATION FOR SHIPS 
UNDER THE INCOME WAR TAX ACT. 


ORDER IN COUNCIL P.C. 2487 


Av Tur GoverNMENT House aT OTTAWA 
Tuesday, the 24th day of June, 1947. 
PRESENT: 
His EXCELLENCY THE GOVERNOR GENERAL IN COUNCIL 


His Excellency the Governor General in Council, on the recommendation 
of the Minister of Finance, the Minister of Reconstruction and Supply and the 
Minister of National Revenue, and pursuant to the provisions of subparagraph 
(ii) of paragraph (n) of subsection (1) of section 6 of the Income War Tax Act, 
is pleased to make and doth hereby make the following order:— 


ORDER 


1. In this Order, unless the context otherwise requires:— 

(a) “Act” means the Income War Tax Act; 

(b) “Minister” means the Minister of National Revenue; 

(c) “ship” means a ship registrable in Canada as a British ship under the 
Canada Shipping Act, 1934. 


2. This Order shall apply to a ship or ships:— 
(a) acquired by the taxpayer from the War Assets Corporation; or 
(6) built for the taxpayer in a Canadian shipyard pursuant to a written 
contract between the taxpayer and the shipbuilder; 
in the period from April 1, 1947, to December 31, 1949, and so long as the title 
to the ship or ships vests and remains in such taxpayer. 


3. Where a ship is partially built in the period fixed by section 2, such 
part thereof as is built in the said period shall be deemed to be the ship subject 
to this Order for the purposes of subparagraph (ii) of paragraph (n) of subsection 
(1) of section 6 of the Income War Tax Act. 


4. In computing the amount of the profits or gains to be assessed under the 
Yncome War Tax Act or the Excess Profits Tax Act, 1940, depreciation may be 
deducted at the option of the taxpayer in an amount computed at not more 
than double and not less than one-half the rates normally allowed if the amount 
is allowed by the Minister pursuant to subparagraph (11) of paragraph (n) of 
subsection (1) of section 6 of the Income War Tax Act. 

5. No depreciation shall be allowed under the said subparagraph (11) not- 
withstanding anything contained therein:— 

(a) until the ship is put into actual operation in the earning of income; 

(b) unless the documentary evidence of the cost of the ship as required by 

section 6 of this Order is filed with the Minister on or before the due 
date for the filing of income tax returns in respect of the year in which 
the ship was acquired from War Assets Corporation or completed in 
the Canadian shipyard, as the case may be; 

(c) after the aggregate of the allowances made under the said sub- 

paragraph (ii) equals eighty per centum of the cost of the ship. 


1$s 


| 6. The rates of depreciation provided for under this Order shall be applied 

to:— 

(a) the purchase price paid or payable to War Assets Corporation in the 
case of a ship acquired from War Assets Corporation during the period 
from April 1, 1947, to December 31, 1949; ) 

(b) the cost of the ship incurred during the period from April 1, 1947, to 
December 31, 1949, in the case of a ship built in a Canadian shipyard 
during the said period; 


as shown to the satisfaction of the Minister through the production of state- 
ments supported by contracts, vouchers, receipts, certificates and such other 
evidence as may be required by the Minister. 


7. Notwithstanding this Order or any provision in the Income War Tax 
Act, the decision of the Minister as to whether depreciation is allowable under 
subparagraph (ii) of paragraph (”) of subsection (1) of section 6 of the Income 
War Tax Act and as to the amount thereof, if any, is final and conclusive. 


A. D. P. HEENEY, 
Clerk of the Privy Council. 
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Vill. APPLICATION FORM FOR SPECIAL DEPRECIATION 
~ FOR INDUSTRIAL INVESFMENT, DEPARTMENT OF 
RECONSTRUCTION AND SUPPLY (R. & 8S. 2183). 


R & § 2183 DOMINION OF CANADA CASE No. 
DEPARTMENT OF RECONSTRUCTION AND SUPPLY 


Application for Certificate of the Minister of Reconstruction & Supply Pursuant to Paragraph 2 (3) of Order in - 
Council P.C. 8640 of November 10, 1944, and P.C. 1449 of April 16, 1946, for Consideration by the Minister of National 
Revenue in Respect of the Allowance for Depreciation Provided for in Section 6, Subsection (1), Paragraph (n), 
Subparagraph (ii) of the Income War Tax Act, and in the Said Orders in Council. 


hes ae Epes: 
Fill out six sheets, retain one pink carbon copy for your own records, and submit the original and four 
copies to the Secretary, Depreciation Committee, Department of Reconstruction & Supply, 
Ottawa, Canada. 

2. If the applicant operates or proposes to operate more than one plant, a separate application must be 
made for each plant for which a capital Expenditure is made and the depreciation requested. 


ALL QUESTIONS MUST BE ANSWERED IN FULL 


1. (a) Name of Applicant: 
(b) Address of Applicant: 
(c) Nature of Business: 
(d) District in which last income tax return was filed: 
2. (a) Location of Project: 
(Street and Number) (City) (Province) 
(b) Proposed or. actual Date of Commencement: 
(c) Expected Date of Completion: 
3. Purpose for which this Project is to be undertaken: 


4. Physical description of assets to be built or acquired and their use. Describe these assets, as closely 
as may be in general terms. For buildings state dimensions and chief structural materials. For 
machinery or equipment, indicate by descriptive terms, if not otherwise obvious, their nature and 
use.(Attach additional sheets if required.) 


ASSETS INSTALLED Cost 


Estimated Total Expenditure in respect of which a claim for deprecia- 
tion is made under Section 6 (1) (n) (ii) of the Income War Tax Act 
(DO NOT INCLUDE EXPENDITURES INCURRED PRIOR 
TO NOVEMBER 10, 1944): 


5. Estimated breakdown of the above Total Expenditure in the following categories: 


(a) Construction for conversion, expansion or (c) New machinery and equipment, installed cost: 
modernization: P 
Labour: $ Canadian Manufacture: 
Material: $ Other Manufacture: 
Other: $ 
Total: $ Total: 
(b) Buildings and other structures to (d) Used machinery and equip- 
be purchased: $ ment, installed cost: 


6. Proposed method and sources of funds for financing this Expenditure, for example, cash and other liquid 
assets on hand, bank loans, bonds, stock or share issues, investment by partners, parent or affiliated 
company, and the approximate amount from each source: 


7. Have financial assistance, special depreciation or other allowances been granted by or requested from 
the Dominion or other Governments, on this Expenditure, or on any part thereof? If so, from what 
agencies and with what results? 


8. If the project, of which the Expenditure shown in 4 above isa part, has already been commenced, state: 
Costs incurred (whether paid or not) 
Up to November 10, 1944 After November 10, 1944 * 


Construction $ Construction 
Buildings purchased Buildings purchased 
Installed machinery and equipment Installed machinery and equipment ° 


Total Total 


9. (a) Production and Exports 
(Gross Selling Value F.O.B. this plant.) 


Production 
(Total) 


(1) 1939 


(2) 1944 

(3) Last 12 months 

(4) Estimated annual rate one year after completion of 
project: 
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9. (b) Employment in Plant 


(1) 1939 (average number employed): 


(2) 1944 (average number employed): 


(3) Last 12 months (average number employed): 


(4) Estimated increase or decrease directly associated with this 
project one year aiter its completion. 


10. Information on types of products: 


Products made Products made Products to be made on Products not previously 
in 1939 at present completion of project manufactured in Canada 


11. (a) Will this expenditure reduce your unit costs? 


(b) Will this expenditure contribute to improved working conditions in this plant? 
Describe briefly: 


CERTIFICATION BY THE APPLICANT 


TO THE MINISTER OF RECONSTRUCTION AND SUPPLY: 
(1) The information given in this application is, to the best of my knowledge and belief, true and correct. 


(2) The amounts on which depreciation will be requested under Orders in Council P.C. 8640 of November 10, 1944, and 
P.C. 1449 of April 16, 1946, have been estimated after a careful examination of Section 6, subsection (1), paragraph (n), 
subparagraph (ii) of the Income War Tax Act, and of the said Orders in Council and of the Regulations thereunder. 


(3) The applicant has firm intention to complete the project covered by this application within the period prescribed. 


POOH HITE RE HSESODZESOE OOOO ODOSHOSHSSOESOOSFODESTESTSOSRSOOOSOSET29S9S99S == = = = = = = =—§« «ss BB ORR O THE TOHOO DOD >DADORSOSEE TORS ESHS>92S000990909909 
Co aco emo ones eo seeser soso OSS S DSF FHOTOSOH FOTO OTS OOOOR 


OOOO PCE SETS OH OOH SHOE HEEDEO ESOT ODES TOFS FE SOSOSHIIHROHOHOOD 


Title of Authorized Official 


DOMINION OF CANADA—DEPARTMENT OF RECONSTRUCTION AND SUPPLY 
CERTIFICATE 


TO THE MINISTER OF NATIONAL REVENUE: 


The Minister of Reconstruction and Supply hereby certifies that having regard to 
reconstruction needs, it is desirable in his opinion, that depreciation, pursuant to Section 6, 
subsection (1), paragraph (n), subparagraph (ii) of the Income War Tax Act, Orders in 
Council P.C. 8640 of November 10, 1944, and P.C. 1449 of April 16, 1946, and the Regulations 
made thereunder, be granted in respect of the plant and equipment referred to in this appli- 
cation provided that the expenditure in respect thereof is incurred between 
1 , and the end of the period prescribed in paragraph (1) of Order in Council P.C. 
1449 of April 16, 1946. 

This certificate is issued pursuant to the provisions of Orders in Council P.C. 8640 of 
November 10, 1944, and P.C. 1449 of April 16, 1946, and the Regulations thereunder. 


Dated the 


MINISTER OF RECONSTRUCTION AND SUPPLY 


RR, Sak SOA es Sued ck att ER Ro. Satoeenee ee 
Officer Authorized by the Minister 
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IX. APPLICATION FORM FOR CAPITAL EXPENDITURE 
DEPRECIATION CLAIM, DEPARTMENT OF NATIONAL 
REVENUE (REVISED APRIL, 1947). 


For the use of any taxpayer who 
has already filed Form D.O.R. 17 or 
R. & S. 2183 with the Department of 
Reconstruction and has received 
the Certificate of the Minister of 


C. E. D. 


CAPITAL EXPENDITURE 
DEPRECIATION CLAIM 


Reconstruction therein referred to, se Be 
as fo vies won Ligh Heid G3) pg PeEEC™ (Rev. Apr. 1947) 
section 2 0 rder in Council P.C. 
8640 of the 10th November, 1944. DOMINION OF CANADA Date 
DEPARTMENT OF NATIONAL REVENUE Rec’d 
TAXATION DIVISION By, as 


CAPITAL EXPENDITURE DEPRECIATION CLAIM 


(FoRM PRESCRIBED AND AUTHORIZED BY THE MINISTER OF NaTIONAL REVENUE) 


INSTRUCTIONS: 

(a) Submit the original and two copies to the Income Tax Office in the district where your 
Income Tax Returns are usually filed. 

(b) This form should be completed and filed within six months of the completion of the 
project, or before the due date for the filing of Income Tax Returns in respect of the 
ser priate the project was completed. Otherwise normal depreciation only may be 
claimed. 

(c) Separate forms should be completed for each project for which application was made to 
the Minister of Reconstruction and for which a certificate was issued by him. 


1. (a) Name of Applicant....ni.ccciccccccesseessssssssssssecsesecseeansessasresenssovsnsnensnasenensnensccensereragesceserersvowssenengnesa 
(If Unincorporated, give Name of Proprietor or Partners and the Trade Name) 


(o) Address of Applicants....01.09%.4..00000...4.0.; PCR TAS TUTTI) oa goose ods cecostee neon 
(c) Nature of Business..............cccsessssensesserecetsonentecsssnedestesesetssanscnstssdensscassvstencerseatscsgatsetetteveverunenensatag 


Qiutkae) Location of Projects), 4, caw Loker, sah; Daneen eas ce asih dia aackinwsaeh, dolda. ao avenne ea 
(b) Date Project Commenceh.......cccccccceesciscsenssserentteasestessssenenensrsasanenesevensnenstensnsesagavananenaiaesssreges 
(c) Date Project Completed i... ccc eects te ee reresenessasneneseeeeeersserenencnensssnseseataaessay 


(d) Date such plant and/or equipment was first put into Continuous Operation..........ccceren 
(See Paragraph 12 of the Regulations of January, 1945.) 
(e) If project commenced prior to November 10, 1944, or finished subsequent to March 31, 
1948, attach Progress Report of qualified architect or engineer showing costs incurred 
during the prescribed period. 


3. Information from application (Form DOR 17 or Form R. & §. 2183) approved by the Minister 
of Reconstruction :— 


(a) Case Does this C.E.D. Claim complete 
NUH Cli ate useerrertls wus the project(s) under this Case numbe?..........cceereeees 
Yes or No 
(bi).. Certifieate datedy. ...- capaci ish meee eee covering the expenditure incurred between 
SR ar ATO aeapaimoganenittbererion ce ee ogee 194............. and the end of the period prescribed in Paragraph 


(1) of Order in Council P.C. 1449 of April 16, 1946. 


4. PARTICULARS REGARDING THE PURCHASING AND THE FINANCING OF THE PROJECT: 


(a) State method by which the project was financed, i.e., cash and other liquid assets on 
hand, banks, bonds, stock or share issues, investment by partners, parent or affiliated 
company, and the amount from each SOUPCE......... cece erie tses esse eeesesenenenenteetettancusanertceseaneuesss 


ad abc ccc cle cue vcd cieléaldleleisisie «cleo aivlor o oibivinthale'd 6 ob ee Fists 0 Sini@inis's WeMVGNCWE Tile o 6's Ck dw one Vo + Uetis pa hG.er Oe uns Fhe awedpaee > Saiee RRP ES aap eee eee ee oe 


wine w Sb Ue HOE aad oC ule lela Glaldvalpielteia sade afte s Welete Pies e atblerare dee statwioty vluha/eso oS Blame a Wate W erGite Tele bie, aiS ea vin of « oMelmeale) sete aielwie enrneei agen or cerns eR Vi: ta a ae 


cold oe" ev'e'cccbidve Oslo He 0 dp Teles Cle vuelve «we cle de oly clei cowsle’s Lele Bue de oc Ge aut ess onibiete eu coe Wiule clejslelealwe > a\tisy = = .s'e\ale/0)6'e'e winee)s) Ribu \s)<)S\u\OiEIe © IRD Te (6 Si OR ee 
pacetbioevieae nee deen cee necneaensenaebheceses ecc@ cece eepeesregeecesn Cneneehs paso esse se 2emiaise gas en 4 010. e mcrae ele sie wimatacea Cirle ee tM rie ls 2 tiie cis ee ac a 
win we 6 cle'ep.a0o-ad 0.0.0.6'0.06:01010.0.0.0.6 0:6,05.0.010:0:0:6 0.0,0:816)0:0,0 0.0,0)019.n wpielelee 00S 0.0 6/006 0:00 0(ip.0 010 e\yisew 0,6.eiaiti0 0:0 ©¢/0\9'~/<' 6\41010:018 s\6 Rie s'0)mimin ms syua mln iel Sic eieeay m/e a> ke oie SA a 


SSE Seb eT SCOTT ECCS TTS CC CUR CCST ET OCTET TOT TUTE OTST GETS STU UST OU NN TRUCE SUC UN TUTTO UUUT MT IV Te eEEU TUNG UN Te Te en ee Ce a eee 
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(b) State whether Vendor of buildings, machinery material, etc., or Contractor who constructed the 
buildings or installed the machinery, etc., on which special depreciation is now being claimed has an 
interest of one-quarter or more in this company, partnership or proprietorship. .......ccccccccsessssceseesrseseseses 


POO OR Porro sewer sera see HOHE EDOOS TEESE TODEET HOOKS ESEOEH EEE OSES SIS OOS ESO SOOO OO HSSOEDDUSESHDOES TSS D OSIM OT ISSO ESOES TOSI HOSES DOS OSOSE SSS ESOS ODO SSCHSSOOOOSHH SD EOEDEHOS HOES E ODEs EEE EHO EEE E SE HO4EaD 


5. State the annual normal rate of depreciation given your business in respect of similar assets to those 
described on this form, namely: | 


On Buildings, % 
On Machinery, 0 
Other Assets, % _ (Describe) 

6. State departure or changes, if any, from the intentions, statements and estimates given on Application 
Forms D.O.R. 17 and/or R. & S. 2183. If none insert ‘None’... ; otherwise give full 
pe CIARA = satan ne 200 Notes iat eal ARR anna ds: ie Meche ene Ce eT rune Oe OR EOE cc DRE ne 

7. Did the total cost exceed the estimated cost in percentage greater than those percentages referred to in 
Paragraph 6 of the Regulations of January 1945 issued by the Minister of National Revenue?.............0..00.0 

Yes or No 


8. DrrarLeD PARTICULARS OF CAPITAL ASSETS AND CoSTS (INSTALLED) FOR POSTWAR EXPANSION, CONVERSION 
OR MODERNIZATION IN RESPECT OF WHICH DEPRECIATION IS CLAIMED UNDER SECTION 6 (1) (n) (ii) oF THE 
Income War Tax Act AND ORDER IN Councit P.C. 8640 or THe 10TH or NovemBeER, 1944, AnD ORDER 
In Councit P.C. 1449 or tHE 16TH Aprit, 1946. 


(a) Construction of new buildings, or expansion, conversion or modernization of old buildings 


Description ~ Location Costs 
0) of Ce ie Toran 
Asset Asset Labour Material Other Cost 
(1) (2) (3) (4) (5) (6) 


ooo ee ce ne cect ee terse cere cere ee eee | corre areas areas e ents ses ssesess | eee OSPO EEO DOSE esl ESEOE ESI SDSS EO TEHSOEDOEHOOOEES | SOOT EEE ES ESOS ESETERES | ESTOEEOOT ED EDL ESE E SOR ESOEEOR 
© oe bn ccce 00 96000500 0e F850 e oes ee | ceree reser e nese erererce eee scene [cece sececcsreree ese asees | receenreere ree ereeeeeeer | eeoeroererseseoeeveserer | seseresoseseonseesreoeeroseee 


Pee ce cece tee eee eer e ere reese r oes | reese era ree ees eT ea es eEOH OOOOH | POSSE T TELS OTOEHSDSEEH | SHEED DOHE DEDEDE DESOES | se oEHEesEBOHSaEEEHODEED 


(b) Buildings and Other Structures Purchased 
en: Br ei) ee ee 
PURCHASE PRICE 


Description Location —— 
of Asset of Asset Buildings Land 
nanan os SSSR ES FARA i coe Eee Rte ee rn eta cis ne casneny | Peeaeotaneaa ERE ERE SE 
i * 
Should additional costs be incurred after, 

purchase give the following information: Labour he Beat all Reno oererecroneeroe Rac ea eco aro 
Material Ge a al nade Nea sahsenaaeslaaas cmaliteinse -ebampnt s\n ds-s™'s 

Other a eo ee 
L ere yy taney and oe She Seer om ee 


Describe the plant and equipment referred to in Item 8 (a), (b), (¢) and (d) as closely as may be in 
general terms, i.e., for buildings say ‘Buildings mainly of brick, stone, wood, or cement”’ as the — may 
be; for machinery or equipment add thereafter indicative descriptive terms to show (a) their character, 


(b) the use or intended use of the property. 
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(c) New Machinery and Equipment, Installed Cost 
(i) Canadian Manufacture: ‘ 


rT 
Se eeFeFeEeEeEeeeeEeaea=EaEeaEaSaSES=SSS~—e—eeeeeeeeeeeee_eeeeeeeeee 


Description Location 
of Asset Hey Br of Asset 


Sas ee eeererccsovcssesossocsese eee eccccncesccoece See e ec oreeessesereses | seSSS SSS eEEEE SSS OSO OSHS SS OED ODES OES OEE SESS eeeccocccos seccessecoees 


TOTAL - 
Cost 


Fee ene ereeeeee cesses eres oseeeee 


Cor ee esas ee eeceeesesesoreeesscessescoeeesssese eeecceccos eeecesesoeesolescce Seer corer reer eseseeeeeoescesesesessserees Peecercoseocecosese| seene cecceeee eeccescesese eoeeeeos 
Cee oeceereecoeocvos Pee O eee eee eee SCE EE HEE HEL EE EH HOEOS ESOS ODEO OSESS OES | HEEEHOESTET HOE OOOO HSHEEOSH OHHH OODOSH TSH OSEFITSHO HERES HOS HOH SHEE | OOF Coeerceevevoecsosescseveseseee 
Coc ereeeeceseseecsoscesecesecsocs Pesce eeceresecreeseesseeeeensee Coo ee eer oeosecseeesecesesseeroeHOOOOESOSSEHEEoEEEeee Peers eee eoseeseess| Hoot eEO EEO EEHOOSO FS IETESEHDESOO® 


= “ 
Bee eeeeesee sce ee seeceeeseseseseereseesess eecccseoecccces Pe eee rere ress | eoee ee OS ESSE E SES OO LOTTO ESELEHESEDO OO ESE SESESOSOSTES Peer ceeeeesee | oeees secon ess eee eesees eases eeeeee 
Coes ee meee ee eee OOS OER EE EEE ESE EE EEEO CHEE OOSEO SSE H OSES OOS SEE OSESESS | CEEOHEO DOSES SOO OOOE SHEE OOOESSSSOOOOSESSSSHSEHOSOTOSS ESSE OOO HOES |e POPC R eee Reeeeee eer ooeeecoseaeee® 
OOO Oe eo OM eO ere Hee eOEEEE OOS TOSS SEE ES POPP Oe eee OOO E OEE EEEEE EES EH OOS ESS | BOOS EOE ETOH ODO SESE SES EHOSOOO OSHS HOSHSSES OSHS HHSSSSSODSHOSOED eeceee 


(ii) Other Manufacture: 


Description Location 
of Asset of Asset 


Cee cereceoesoceese ecccceee eocccses COP CeO EEO EO OCO HEHE HOLES OS EO OSEHES OS | HOTEE OSTEO TORO OOSDOS CSO TOOUOO SEE OOSEEHESS ee ereececcoeesesesscereee 


eee cecescesccoces COCCTE HEHEHE CSO EETEOLEEO EEA LOHHESEDOOSOSOOHSESESOSS | Oe COO HCCC OOO SED OS ESO SOOO DESO HOS OES EEO OS ENHHHH SOS OOHHOSESSOOOEES 


Ses veessccsoccses PO eee Ce eee eee EEE SESE LOSE OSE SOOO DOTS SOOSSS EOS EOES | HESEHEESOOH SEES SEES USELESS SOOO SSTSO SETS HOSES HASH EHSHEO ES SSEH OSES 


© OC Oo oe OOOO OOOO OE RAH L OSCE SEES EEE SEO SESS EOS OSES ESOSESESEE EES EHHSS | SOHESHSSO TOSS SS OSOT OSS OSETOHSSSESEHEHES IE OEE eeeccccoeesccosseeses|sc 


TOTAL 
Cost 


PCOe OOo ODES eee ee SoHE HODESOHOOOSE 


ee eeeeoresesoo eso essesesoosesese 


Pee eee reese ee aeseesS OSS reeesEee 


Coa o ee eeesessessesOesroeseeses 


OOS oe Oo Oe Coe eo OOOOH OE REE E EEE EEE OEE OEE EOEMO OO OOO SOO ESESDOOSOS SES SHES | FOOSE SSTSOO NO LHODOS OOS OOOO TOO SOS ESESES HET OS SEHESOSOSHHOFSEO LOOTED | HOHHHHOHOHTTOHTSOHOSYSO HOUSE TOSS 


OOS Oe Oe ee EO OOS OEE HEEL ESE EEE ESHEETS ET OHESESE EEE OOEEOOOMOSEESESLEO HLS | CHOOSES OOS TOSEHOS OE OHHH OSSSOO OES OOOHSH OTH OOSSSSSOOSHHSHSSSOOSHSOOS 
os 
Sos ce ee cvesecceseesceseoceeesesseeersees eeeesseescceseccccose eoccccesloccose Se Coe e HET OSE EOTTSOSOSOOSOSSEEEESEHEEED eeooeesesoscoccerees 


Tora (i and it)........0.- 


(d) Used Machinery and Equipment, Installed Cost 


Cee ee ee COeeO SOOTHE EESEOSSOSE OED 


Description ‘Location 
of Asset of Asset 


O00 00 Os Co CeCe ESOS EEE EE COE OOS EO OSHS EE HOSE EOS ESOL SESS EOOEOHOOHOSS SUS | SHEOEEESETOUSOOS SOOT OOS OSOOR TOT SOSOES OSE OESHSTHHHESHHES EEO EEE T OHSS 


x 
Oo eo eeeseve rere eeeereereeeeereree eee reer ee rere rere rere rere e ree erred Cee eee reer ere eee eee ee ee deere eeeeeserecesesensouees 
. se ccereresesecce de eercceceseesese eereccess eoerceoses seeccee eed eeeceecceseeceseesceeeeceeeessssssencoee doce eeeeescvcceses|seceee eeeeerece eeeeee seeececee eee 
fee ee anecerccreeseccececsseaceeressssseseees eeveeeeccese seccescccccee| sceccecccccoscsces PETTTTrrrrrri ire eeeececes|oce oo erecccccccencccesenescecovees | 
One ee ee eeencsccceesccesseees Oeeeereecescesees Cece re ececeeeesesererees| seveseeeeorees eeecovcee deeeeeeeeeccccseerece eeeeeee Perera rer ees ee Prrreerrer re reerr rir! 
Ae Hikari ot ORY got Biscveyies | aaneWsauhoeustevelecsaswtaaloveraratsatatttckensGsghudvs Wis CO EAvEN CECE Leads ca nediraphnants} oaNNeeC ee IRE 28s th! 
. es Pree errr ee eee reer eee reer reer ys eee eeecscesceescees toe] cceeresecccccseesoes eee eeeescreccccers teeescceece ee eeeeeesecenee eee eceeeceneeseee oeeeeeeseree 
Cer eeererescccscsoscooere deeceeee seeeceeces soceccccecosccaesscsece Seem eee ee eere ser ceeasereseeseesscssesssssenesses eo ceeeeenesee eeeeel eos eee receesneeceseeceverees eeee 
See coer eee eee sees eee sess sess esses esses sees eeeseeesseeeeees|sssssesssseseees seecccvece Peer meee reccessessensrssceceseseee ooove Preeeere rrr e etre eeeee 
ree re eer ere ee reer re rer rer ere rere rere eer eee ee ee Te ee eee eee er ees Cee Tree eee eee eee eT err err eee reece eer reer reer) dee eereeee | eee er ee as eseeeeresseseneseseeese 
Cees ewes neces eeeeseesenessareeresecesees Per ee Pree ee eee eee rere reseed CETTE TTT T TTT Tee Teer eee eee ee eee eee Ce 
Cee eereaasereecccscees eeeece oe ceeeeceeseee pevocceeless orc c dec esccecscsercccscoeseresces oe Ane esccseesesessececns bee eeeeeeeeeneestessessoeneeeee 
4 
Cee ceecceereerenecesseeessereese ee eeccvcceres ee eeeeeeeereeeee secccere|evccsesoece soe cccecccccesecs Ocoee eeeseeesecsces ee ceesoseccs Preeers eeeeee reer err ire rrr reer) 
. Cen ee reer eseescveresscucecsecsceses se eecceccrcesesceses lees Oo ee ee eeeereeescceseccescceses ed eeceeeceess seeceseeee Seeereeee 


(a) Construction of new buildings or expansion, conversion or modernization of old buildings...... 


(6) Buildings and Other Structures Purchased............. Aen LAM Se FPL pe uate des oaks eee 
(DO NOT INCLUDE COST OF LAND) 


TOTAL 
Cost 


seem ecercccreeee est eers esses eeeee 


Si. tent eee eee eeseeees paeeseee 


ees one eeeereeeecoreeeserssereree 


(c) New Machinery and Equipment, Installed Cost.........ssssscsssssseseeeenecerersseneeesessenensscsessanens |Gusnseneesssensnenenenesensanane 


(d) Used Machinery and Equipment, Installed Cost.............c.ccsseeeeeees bed Pirie De ra Reve ee 


Where space is insufficient attach additional sheets correspondingly subdivided. 
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CERTIFICATE TO THE MINISTER OF NATIONAL REVENUE 


(Print or type name) (City or Town) 


RR PUREE Ee DER SSE Cee a eh cacvhcean eh dbeicald cos Sietbaate do hereby certify:— 


(a) That I am (i) the person referred to in Item 1; 


Strike out (ii) a partner in the business referred to in Item 1; 
inappropriate (iii) an officer of the company referred to in Item 1 and duly authorized to sign this 
designations application on behalf of the company; 


(6) That the information, answers, circumstances and facts herein stated in respect of the plant or 
een pe ns acquired in the period fixed by the Governor in Council, of which I have full knowledge, 
are true as to fact; 


(c) That I have read Section 6 (1) (n) (ii) of the Income War Tax Act and Order in Council P.C. 8640 of 
the 10th November, 1944, this form and the printed Regulations of January, 1945; 


(d) That this form, the statement and schedules attached or submitted in connection herewith contain 

a complete and full disclosure of the capital expenditures incurred in respect of plant or equipment built or 

eel sae installed in the said period, and for which a certificate of the Minister of Reconstruction has 
een received; 


(e) That no claim under the said section 6 (1) (n) (ii) and the said Order in Council is made in respect 
of any capital costs which were not incurred within the period 10th November, 1944 to 31st March, 1948; 


(f) That the work done is not a continuation of capital works, projects or installations actually com- 
menced prior to the 10th November, 1944; (or if it is, strike out the foregoing, and leave the following) 


That the work done is a continuation of capital works, projects or installations actually commenced 
prior to the 10th November, 1944; (Strike out if preceding paragraph applies.) 


(g) That in the capital costs there is not, nor will there be at any time hereafter, included any cost 
whatsoever in connection with the items referred to in paragraph 3 of the said Order in Council, which 
paragraph I have read; 


(h) That the said building(s), machinery and/or equipment is/are owned by me/us/the Company, 
and is/are designed and intended to be used in the earning of income, and the building(s) is/are not built or 
acquired for rental purposes (Strike out inappropriate parts); 


(i) That the cost of any assets built or acquired and installed within the period provided are shown as 
the actual cost after taking into account all discounts, rebates and other allowances directly or indirectly 
made or to be made; 


(j) That all costs claimed are only those capital expenditures that were actually incurred on account of 
and for the business of the applicant; 


(k) That the costs are entered in the books of account, statements and on any Government forms 
hereafter required respecting the said capital expenditures, and were not claimed or shown as part of the 
annual expenditures by way of expense to earn the annual income, except as annual depreciation, as provided 
for in the said Act; ; 


(1) That there is not included in any capital costs the cost of work done or equipment acquired prior to 
the 10th November, 1944, or after 31st March, 1948; 


AND I HEREBY CERTIFY that the foregoing information and all other information given by, 
with, or attached to this return, is true in every respect and the project as described in Form D.O.R. 17 or 
Form R. & S. 2183 was completed in accordance with the intentions and statements given or contained in 
the said form, and that the said project so far as any claim is made herein was completed within the period 


prescribed by the Statutes and the said Order in Council. 
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